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WORLD BANKING AND CURRENCY: A REVIEW OF 

RECENT DEVELOPMENTS 



JOSEPH S. DAVIS 



I. SUMMARY 

WRITING late in 191 9 in review of the world's 
currency and banking movements since the arm- 
istice, 1 discouraging conclusions were reported. De- 
preciated inconvertible currency prevailed generally 
throughout Europe. Contraction of currency and credit 
was nowhere in evidence. A period of fresh expansion 
had succeeded a brief period of contraction following 
suspension of hostilities. Prices were still rising. The 
world's currencies and the foreign exchanges were even 
more chaotic than a year before. 

The past eight months have been full of important 
changes. Today the outlook, while still dark enough, 
is fundamentally somewhat improved. 

Inconvertible paper currency still reigns over most of 
Europe. Indeed it has virtually extended its sway to 
Scandinavia and Spain. In England material progress 
has been made toward reestabhshing the gold standard. 
Most other countries — notably Germany, perhaps also 
France and Italy — are farther from a gold basis than 
they appeared to be six months ago. Gold movements 
are still generally restricted in Europe, altho Great 
Britain has relaxed restrictions on dealings in new gold. 
The redistribution which has taken place has been 
largely between countries already on a gold basis, and 
has not been of a character to facilitate the resumption 
of specie payments elsewhere. 

Steps have been taken toward establishing currencies 
and national central banks in the states born of the 
Versailles treaty, but thus far without coordination such 
as exists in the Latin and Scandinavian monetary 
unions, and without any immediate prospect of basing 
the new currencies on any stable standard. An am- 
bitious attempt to establish a new currency regime in 
India, virtually substituting a gold standard for the 
previous gold exchange standard, has temporarily failed. 

The chaos of foreign exchange continues, as it must 
while there is no common basis for national currencies. 
Wholesale prices continued to rise sharply until spring, 
and since April have reacted. Price increases and 
fluctuations have, in general, been most extreme in 
countries with inconvertible currencies, but have been 
world-wide. 

In England and America the peak of national in- 
debtedness was passed some months since, and prob- 
lems of government finance are fairly well in hand. In 
other leading countries budgets are not yet balancing, 
and, as in war time, government requirements make 
with well-nigh irresistible force for further inflation of 
currency, credit, or both. 

While no noteworthy contraction of credit or cur- 
rency has been effected, the expansion has been sub- 



stantially checked except in Russia, Germany, and 
eastern European countries. Policies of resisting further 
inflation and of enforcing a gradual deflation have been 
avowedly adopted in England and the United States, 
with some prospect of being persisted in. The example 
has received respectful attention elsewhere and the 
compliment of partial imitation. Official discount rates 
have been generally raised. Speculation has received 
a check and trade is conscious of a pinch. In general, 
the turning point has been made, thus far, without 
violent disturbance. Only in Japan, where the situa- 
tion was least controlled, has there been a severe crisis. 

II. SYMPTOMS OF DISORDERED 
CURRENCIES 

Among the characteristic earmarks of currency dis- 
orders are extreme fluctuations in commodity prices, 
dislocation of foreign exchanges, and violent increases 
in prices and declines in exchange in countries where 
currency inflation is most pronounced. 

Price index numbers unfortunately are unavailable 
except for a few countries, including none of those in 
which inflation has been greatest. Moreover, the index 
numbers, at best imperfect, are especially liable to be 
misleading in years like these, when production and 
exchange of commodities prominent in the indexes are 
so abnormal. Of the countries here included, Italy and 
Sweden are especially affected by these considerations. 
Nevertheless, the accompanying table is useful to show 
roughly the violence of recent changes in price levels, 
due in part, of course, to maladjustments of production 
and trade, but in no small degree to currency chaos. 

The first part of Table 1 shows certain well-known 
index numbers of wholesale prices, expressed as a per- 
centage of the 1913 average, for the United States, 
Great Britain, France, Italy, Sweden, and Japan, 
chiefly as reported in the Federal Reserve Bulletin for 
July 1920 (p. 708). 

Part (B) of the table, designed to bring out the rela- 
tive change in the past year, shows the various index 
numbers expressed as percentages of the average for the 
first six months of 19 19, when prices were relatively 
stable. Both the extent of the increases, and the con- 
trasts between different countries, are striking. In a 
single year, American prices increased by over 30 per 
cent; English prices by nearly 40 per cent; French by 
nearly 75 per cent; and Italian by 100 per cent, — cul- 
minating usually in April or May 1920. Swedish prices, 
on the other hand, reflect the crisis Sweden experienced 
at the close of the war, and the depression from which 
she has been suffering. Japanese prices, rising precipit- 
ately till March 1920, to a figure 50 per cent higher than 
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Table i. — Selected Index Numbers of Wholesale Prices Monthly 1919-20 * 
{A ) Expressed as a percentage of 191 3 prices (C) Expressed as a percentage, etc. — Continued 



Month 


United 
States 
Bureau 

"/ 
Labor 

Statistics 


United 

Kingdom 

Statist 


France 

Bulletin 

de la 

Stalis- 

lique 

Glnlrale 


Italy 
Prof. 
Bachi 


Sweden 
Svensk 
Eatideh- 
tidning 


Japan 

Bank 

of 
Japan 

for 
Tokyo 


1919 January. 
February. . . . 

March 

April 

May 

June 

July 

August 

September . . 

October 

November.. . 
December. . . 

1920 January 

February. . . . 

March 

April 

May 

June 


203 
197 
201 
203 
207 
207 
219 
226 
221 
223 
230 
238 

248 

249 

253 
265 
272 
269 


224 
220 
217 
217 
229 

235 
243 
250 
252 
264 
271 
276 

288 
306 
307 
313 
3°5 
3OI 


348 
340 
337 
332 
32s 
329 
349 
347 
360 
382 

405 
417 

487 
522 

554 

584 
55° 


3 2 4 
320 

324 
329 
336 

356 

359 
368 

37° 
388 

436 

455 

504 
556 
619 
679 

659 
613 


369 

358 
354 
339 
330 
324 
320 
321 
3i9 
307 
308 

3i7 

319 
342 
354 
354 
361 


214 
213 
206 
206 
214 
228 
247 
2SI 
257 
271 
280 
288 

301 

313 
321 
300 
272 



(£) Expressed as a percentage of prices in the first six months 

of 1919 



1919 January. . . 
February. . 
March. . . . 



April 

May 

June 

July 

August. . . . 
September . 
October. . . . 
November. . 
December. . 

1920 January. . . . 
February.. 

March 

April . . . . . 
May 



June. 



100 
97 
99 
100 
102 
102 
108 
in 
109 
no 

113 
117 

122 
123 
125 

131 
134 
132 



100 
98 

97 

97 

102 

i°5 
108 
112 
112 
118 
121 
123 

129 
137 
137 
140 
136 
134 



104 

102 

101 

99 

97 

98 

104 

104 

107 

114 

121 

124 

145 
156 
165 
174 
164 



98 

96 

98 

99 

101 

107 

108 

in 

in 

117 

131 

137 

i5 2 
167 
186 
204 
198 
185 



107 
103 
102 

98 
95 
94 
92 

93 
92 



92 

92 

99 
102 
102 
104 



100 
100 
96 
96 
100 
107 

"5 
117 
120 
127 
131 
i35 

141 
146 

150 
140 
127 



Month 


United 
States 
Bureau 

of 

Labor 

Statistics 


United 

Kingdom 

Statist 


France 

Bulletin 

de la 

Statis- 

lique 

Gin&rale 


Italy 
Prof. 
Bachi 


Sweden 
Svensk 
Handels- 
tidning 


Japan 
Bank 

,° f 

Japan 

for 

Tokyo 


February.. . . 

March 

April 

May 

June 


IOO 
IOO 
IOO 

100 

IOO 

IOO 


Il6 
123 
121 
Il8 
112 
112 


I96 
210 
219 
220 
202 


203 
223 

245 
256 
242 

228 


129 

137 
140 

134 

133 


121 
126 
127 

"3 

IOO 



(C) Expressed as a percentage of the American index number for 
the same month 



1919 January 

February.. . . 

March 

April 

May 

June 

July 

August 

September . . 

October 

November.. . 
December. . . 



100 
100 
100 

IOO 

100 

IOO 
IOO 
IOO 
IOO 
IOO 
IOO 
IOO 



no 
112 
108 
107 
in 
114 
in 
in 
114 
118 
118 
116 



171 

173 
168 
163 
157 
159 
159 
154 
163 
171 
176 
175 



160 
162 
161 
162 
162 
172 
164 
163 
167 
174 
190 
191 



182 
182 
176 
167 

159 
156 
146 
142 
144 
138 
134 
133 



105 
108 
102 

101 

103 

no 

113 
in 
116 

122 
122 
121 



* Federal Reserve Bulletin, July 1920, p. 708, supplemented by additional 
data. 

a year before, reflect the intense speculative boom 
which led to the April panic and the subsequent de- 
pression. 

Part (C) of the table is prepared to indicate, so far as 
price comparisons can do so, the degree of depreciation 
of inconvertible paper currencies as compared with a 
gold standard currency. Using the American figures as 
the basis, each foreign figure is expressed as a percentage 
of the American figure for that month. 1 The resulting 
comparison, though exceedingly rough, is of some 
significance. 

It will be noted that at the beginning and end of the 
period, prices in America and Japan, two gold standard 
countries, closely correspond. The divergences in the 
interim are attributable to Japan's unprecedented spec- 
ulation, affecting especially certain commodities enter- 
ing her index. None of the other countries pretends to 
be on a gold basis, and the relative figures roughly re- 
flect the depreciation of their currencies in terms of 
gold. The evidence, unsatisfactory as it is, points to the 
conclusion that British prices have been 10 per cent to 
20 per cent higher than American, and that the larger 
difference prevailed throughout last winter and spring, 
at least until May. French prices appear to have fluctu- 
ated much more than British or American prices. After 
being 50 per cent to 75 per cent above American prices 
during most of 1919, they rose more rapidly during the 
winter and were 120 per cent above American prices 
until the recent decline. Italian prices, at the outset 
60 per cent above American prices, have risen most 
violently to a maximum in March and April 150 per 
cent above American prices. 

The index numbers generally agree in showing price 
recessions in the late spring, usually in May or June. 1 
Evidence for numerous other countries shows the phe- 
nomenon to be far reaching. The recent declines, to be 
sure, reflect mainly a check to speculation. Whether 

1 In some respects Bradstreet's index would be better for such a com- 
parison, since it is more nearly like the other indexes. It shows a much 
smaller increase in prices, and would therefore, if used here, reflect much 
greater depreciation of foreign currencies. 

2 Bradstreet's index for the United States reached its maximum February 
1, at 226.7 per cent of 1913 prices. Since then it has fallen to 204 per cent 
of 1 913 prices August 1. 
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continuations of these declines will be registered in later 
months depends in part upon developments in currency 
and credit conditions, some of which are discussed in 
Sections IV and V below, as well as upon progress in 
production and trade. 

Table 2 shows monthly ranges of foreign exchange 
rates quoted in New York, during the first six months 
of 1920, expressed in percentages of gold par and ar- 
ranged in order from highest premium to lowest dis- 
count. The various centers may be grouped together, 
according to the general average rate during this period, 
as follows: 



Rate 
(per cent of par) 



Centers 



115 and over Calcutta 

105-115 Bogota 

95-105 Buenos Aires, Mexico City, Montevideo, 

Yokohama 

85-95 Amsterdam, Madrid, Zurich, Montreal 

75-85 Singapore, Stockholm, London 

65-75 Christiania 

55-65 Copenhagen, Athens, Valparaiso 

45-55 Rio de Janeiro 

35-45 Brussels, Paris 



Rate 

(per cent of par) Centers 

25-35 Milan, Helsingfors 

15-25 Belgrade 

5-15 Sofia, Bucharest, Prague, Berlin 

Under 5 . . . . Jugo-Slavia, Vienna, Warsaw 

It is evident that only in British India is the exchange 
rate abnormally high. This is due to the special posi- 
tion of India, with a currency basis of gold and ap- 
preciated silver, a favorable trade balance, and a pros- 
pect, held out during the period, of a change of monetary 
standard involving a monetary unit of higher gold 
value. Rates have been around par or somewhat above 
on Mexico, three South American countries, and Japan. 
These, together with the United States, are almost the 
only countries unquestionably on a gold standard or 
a now equivalent silver standard. With these perhaps 
should be included the European neutrals outside of 
Scandinavia, which are in a fairly strong monetary 
position; yet their exchange rates are clearly below 
normal for truly gold standard nations. The two South 
American countries with exchange rates around 50 per 



Table 2. — Monthly Ranges or Exchange Rates, January to June 1920, Quoted in New York on Leading 

Foreign Centers * 

Expressed in percentage of gold par; high rates in bold face type 



Center 



Calcutta 

Bogota %■ 

Buenos Aires. . 
Mexico City % 
Montevideo % 
Yokohama. . . . 

Amsterdam. . . 

Madrid 

Zurich 

Canada f . . . . 
Singapore. . . . 
Stockholm. . . . 
London f . . . , 
Christiania . . 
Copenhagen. . 



January 



129-5 
142.5 
IOI.4 
IOI.7 



IOI.3 
102.0 
IOI.O 

102.3 

101.5 
101.7 

98-3 

IOI.O 



92.7 

97-4 

93-5 
99-5 

90.6 

94-7 
89.8 
92.8 

85-5 
88.3 
72.0 
80.4 
72.0 
77-8 

65-3 
76.0 
58.8 
7i.3 



February 



129.5 
151-0 
101.2 
102.2 



101.3 
102.9 

103-3 
104.8 

98.7 
100.7 

95-8 
97.8 



91.1 
94.2 

87.1 

93-3 

82.9 
89.8 

85-5 
89.9 

74-9 
86.4 

65-3 
7i-5 
66.2 
71.0 
61.6 
65-5 
53-8 
58.4 



March 



137-2 
I54-I 
105.8 
107.9 



101.7 
102.3 

IOI.O 

104.8 
97-2 
99.4 

94-3 
96.3 



88.6 
92.4 

89.4 
92.8 
84.0 
89.0 
87.0 
92.5 
75-8 
79-3 
69.0 
81. 1 

7°- S 
81.2 
63.8 
72.4 
56.0 
69.7 



April 



I4I.O 
145.6 
I07.9 
IIO.O 



IOI.O 

101.9 

96.0 

103-3 

94.6 

97-4 
95-3 
99.8 



90.2 

93-3 

87.8 
92.8 
91.4 

93-9 

90.0 
92.2 
81.1 
86.4 

78.5 
82.8 
78.2 
82.6 

7i-3 
76.1 
63.1 
70.2 



May 



127. 1 

141. 

IO7.4 
IO9.4 



100.0 
100.7 

96-3 

101.3 

94.4 

98.2 

99.8 
104.3 



90.2 

91-3 

85.0 

87.9 
90.8 
92.8 
89.0 
91.6 
81. 1 
82.0 

77-4 
80.8 
78.2 
80.5 
66.9 
71.6 
60.7 
63-7 



June 



117.9 

I34-I 

109.4 
1 12.5 



98.2 

103.7 

98.8 

100.8 

89-5 
96.2 

99-3 
102.9 



88.2 
91. 1 
84.2 
86.5 

93-o 
94.6 
87.1 
89.1 
82.0 
83.8 
80.0 
82.1 
80.1 
82.0 
60.7 
67.0 
60.9 
64.0 



Center 

Athens 

Valparaiso. . . 
Rio de Janeiro 

Brussels 

Paris f 

Milan f 

Helsingfors % . , 
Belgrade %. . . . 

Sofia % 

Bucharest %. . . 

Prague % 

Berlin 

Jugo-Slavia . . 

Vienna 

Warsaw % . . . . 



January 


February 


March 


April 


May 


70.7 


55-2 


55-2 


56.8 


59-4 


77-8 


70.0 


60.1 


59-o 


60.4 


52.2 


56.1 


56.1 


54- 1 


Si-7 


62.2 


59-2 


60.3 


60.2 


55-5 


48.3 


46.9 


46.5 


48.3 


47.6 


5i-o 


48.5 


49-o 


49.9 


48.3 


37-o 


34-8 


37-5 


32.4 


33-o 


48.6 


39-6 


40.7 


38.2 


42.3 


38.7 


35- 1 


34-8 


3°-3 


31.0 


48.1 


38.8 


39-2 


35-9 


41.2 


33-i 


26.2 


25.1 


19.4 


23-7 


39-i 


32.1 


29.7 


25-4 


3i-3 


15-5 


20.7 


22.5 


27-5 


24.6 


22.0 


23-3 


32-4 


29.6 


29-3 


20.7 


i5-5 


14.7 


11.0 


11.4 


23.0 


19.7 


19.4 


17.1 


16.6 


10.4 


8-3 


8.6 


7.8 


7-5 


1 1.7 


9.8 


14.8 


11.7 


9.1 


8-3 


6.7 


6.7 


7.8 


8-3 


14.8 


8-3 


14.8 


9.8 


14-3 


5-4 


4.4 


5-2 


6.7 


7.8 


8.6 


5-2 


7-4 


8.4 


13-9 


4.6 


4.2 


4-3 


6.0 


7-3 


8.6 


4.8 


6.6 


8.2 


12.3 


4.4 


3-7 


3-5 


3-i 


2.9 


4.9 


4.9 


4-9 


3-9 


3-7 


i-S 


i-5 


1.9 


2.1 


2-3 


3-2 


2.0 


2-7 


2-7 


3-8 


2.1 


2.7 


2.6 


2.1 


1.9 


3-8 


2.9 


2.9 


2.9 


2.3 



June 



59-4 
66.9 
48.9 
53-7 
43-2 
47.6 
41. 1 
45-3 
39-2 
43-4 
28.0 
32.2 

23-3 
27.2 

13.2 

33-4 

8.0 

10.9 

10.9 

13-0 

10.7 

12.3 

9.4 

II-5 

3-9 

7-9 

3-3 

3-9 

2.2 

2-7 



* Based upon tables in Federal Reserve Bulletin, April, 1920, p. 437, and July, 1920, p. 763. A somewhat comparable table, based upon London quo- 
tations, is given in the Economist, June 12, 1920, p. 1288. f Check (demand). % Cable rates. 
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cent discount, Brazil and Chile, have long had de- 
preciated paper currencies. The low exchange rates on 
the rest of the world reflect roughly the varying degrees 
of depreciation, as compared with present gold prices, 
of the currencies of those normally gold standard na- 
tions. London and Scandinavian rates reflect depre- 
ciation of 20 to 40 per cent. 1 Belgian, French, and 
Italian rates reflect depreciation of 60 to 75 per cent. 
The depreciation is most extreme in Jugo-Slavia, 
Austria, and Poland, whose currencies command less 
than 1/20 of their pre-war parity in foreign exchange. 2 
The depreciation is not much less in Bulgaria, Rou- 
mania, Czecho-Slovakia, and Germany. On the whole, 
the correspondence between the tables showing relative 
prices and that showing relative rates of exchange is 
interestingly close, when allowance is made for abnormal 
restrictions still operating upon gold dealings and in- 
ternational trade. 3 

The depreciation of sterling exchange may now be 
compared with the premium on gold in British cur- 
rency. In the autumn of 1 919 the British Government, 
which during the war had "practically hypothecated 
to the Bank of England at the old standard price," 
" the whole of the Rand output," permitted free dealings 
in new output provided it was all brought to the London 
market. In December the price. for fine gold rose to 
1 1 is. 3 d. per ounce, equal to about 1025. a British 
standard ounce, as compared with 775. gd., the mint 
price. 4 Table 3 shows the London daily closing quota- 
tions of bar gold, per fine ounce, during the past 
seven months. 5 Compared with the equivalent British 
mint price of about 845. njd., it will be seen that at the 
maximum price of 1275. 4J. on February 5, the premium 
was nearly 50 per cent, corresponding to a depreciation 
of sterling exchange of about 33 per cent. Since the 
latter part of March the premium has been around 25 
per cent, corresponding to a sterling discount of 20 per 
cent. As we should expect, the price of gold and New 
York exchange have varied closely together, of course 
inversely (compare Table 2). 

Currency "confusion worse confounded" has ruled 
in the Balkan States and among the heirs of dead and 
bankrupt Austria-Hungary. Domestic issues, enemy 
issues, allied issues, counterfeits of all descriptions, gov- 
ernment and bank issues of various dates and varying 
significance, have competed for currency. Here a prob- 
lem of unification of money units was superadded to the 

1 The peculiar Scandinavian developments are treated below, p. 234. 

2 Cf. p. 236, below, for further data concerning territories lately within 
the Austro-Hungarian Empire. 

3 Cf. various articles in the Economic Journal, by G. Cassel, March and 
September, 1916, December, 1918; O. T. Falk, March, 1918; K. Wicksell, 
December 1918. 

4 Bankers' Magazine, January 1920, p. 21. 

6 Compiled from the Economist. The actual quotations have been for 
American standard gold because it was anticipated that most of the gold 
would move to the United States. In fact the bulk of it has gone to India 
and South America. 

6 Statements are now appearing currently in the London Economist. 

7 Bankers' Magazine, February 1920, pp. 286-287. 

8 See especially Karl Schlesinger, "The Disintegration of the Austro- 
Hungarian Currency," in Economic Journal, March 1920, pp. 26-38; also 
numeroufe excerpts and abstracts in the Review of the Foreign Press. 



Table 3.— London Daily Closing Quotations op Bar 

Gold, 192c 

Shillings and pence per fine ounce 



Day 


January 


February 


March 


April 


May 


June 


July 






s. d. 


s. d. 




s. d. 


s. d. 


t. d. 


I 


* 




121 6 




107 6 


I06 3 


t 


2 


* 


117 6 


119 6 


t 




104 10 


104 O 


3 


IO9 O 


120 10 


I20 O 


105 


I08 O 


IOS O 


104 O 


4 




125 9 


119 




IO7 O 


105 5 




S 


109 5 


127 4 


114 6 


X 


107 6 


i°S 5 


104 O 


6 


109 $i 


123 6 


114 6 


103 


1083 




104 I 


7 


109 si 


123 6 




103 2 


108 


105 9 


104 I 


8 


no 




115 6 


103 2 


108 


i°S 9 


I04 I 


9 


no 


123 6 


114 6 


102 7 




i°S 3 


104 I 


10 


no 


123 


in 9 


102 7 


107 6 


10S 3 


104 I 


11 




123 


107 2 




108 


104 2 




12 


no 


120 


112 1 


103 5 


107 6 


104 2 


104 3 


13 


no 


121 6 


112 1 


104 10 


107 6 




104 6 


14 


no 


121 6 




104 


108 


104 4 


105 


iS 


110 8 




112 4 


103 7 


108 


104 4 


106 6 


16 


in 3 


121 3 


in 6 


103 7 




104 2 


106 6 


17 


in 3 


122 


no 


103 7 


108 1 


103 6 


106 6 


18 




122 6 


no 2 




108 3 


103 2 




19 


in 3 


121 


108 4 


105 


108 8 


103 2 


107 


20 


in 10 


119 6 


108 4 


104 9 


108 




107 9 


21 


113 


119 6 




104 9 


108 2 


103 4 


107 3 


22 


114 6 




108 11 


106 


108 2 


103 4 


107 9 


23 


113 6 


122 8 


108 s 


106 9 




103 6 


108 3 


24 


113 6 


122 


108 3 


106 9 


T 


104 


108 3 


25 




120 8 


107 3 




107 2 


103 7 




26 


116 


121 8 


105 8 


107 6 


107 2 


103 7 


108 9 


27 


116 6 


122 4 


105 6 


109 


106 6 




108 9 


28 


117 6 


122 4 




108 4 


105 8 


103 7 


108 9 


29 


117 6 




105 


106 6 


105 8 


104 


109 9 


30 


117 




106 7 


107 6 




104 


no 9 


31 


117 




106 2 




106 3 




no 6 


* 


Not earli 


er reportec 


1. t< 


Jood Frid 


ly. % Bank holiday. 



general European problem of inflation, and new central 
banks have had to be set up to succeed the liquidating 
Bank of Austria-Hungary. 

The logical procedure, of course, was to follow in 
central Europe the example of the Latin and Scandi- 
navian Monetary Unions, and to adopt a coordinated 
banking policy, such as the Scandinavian countries 
possess. The time for this may yet come. For the 
moment each country is going its own way. Each 
country has named its new mometary unit, usually 
nominally equivalent to the franc, mark, or crown. 
New national banks of Poland, Czecho-Slovakia, and 
Esthonia have been organized and are slowly getting 
under way. 6 The Serbian National Bank has been ex- 
panded, corresponding with the enlargement of the 
kingdom, into the National Bank of the Kingdom of 
the Serbs, Croats and Slovenes, and will be a typical 
central bank, — its notes legal tender, the finance min- 
ister on its board of directors, and so on. 7 

The task of currency unification has been undertaken 
by a process of calling and stamping existing currency, 
declaring unstamped currency no longer legal tender 
after a certain date, and issuing new government or 
bank currency to replace the stamped notes. 8 This 
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effort has been complicated by efforts to retire outstand- 
ing currency, obtain funds for government require- 
ments, and secure information on which to base capital 
levies and other taxes. Poor printing facilities have 
encouraged extensive counterfeiting of the stamps or 
stamped notes. Changes of administration, revolu- 
tions, invasions, have impeded the process. It is not 
surprising that order has not yet been established. 

Meanwhile, the currency in these territories has con- 
tinued to depreciate. The following table roughly in- 
dicates the depreciation of kronen since the armistice, 
expressed in terms of the Austro-Hungarian crown, as 
reported by Karl Schlesinger, presumably a competent 
investigator. 

Table 4. — Depreciation of Paper Currency in Austro- 
Hungarian Lands, 1918-20 

Expressed in kronen per £: par 24 hr. = i£ 





1918 


1919 


1920 




Dec. 25 


Jan. 2 


Feb. 28 


Mar. 19 


Aug. 30 


Sept. 30 


Jan. 20 


Old Austro-Hungar- 
ian kronen, un- 
stamped 

New Austrian kronen 

Czecho-Slovak kron. 

Jugo-Slovak kronen . 


52! 


76! 


IOO 


"55 

"Si 

ssi 


222 
222 
123 
208 


sis 
575 
214 
402 


870 

1 130 

275 

45° 



Up to last January, it will be noted, the depreciation 
of all the new currencies had been continuous. The 
least depreciated, the Czecho-Slovak crown, was about 
1/12 of par. New Austrian crowns, the most depre- 
ciated, were worth about 2 per cent of par. 

For Poland, the country now in the center of the 
world's military stage, and the country in which ex- 
change rates have ruled lower even than for Austria, 
Tables 5 and 6 show the expansion in note issue from 

Table 5. — Polish Note Circulation * 



1918 



1919 



Date 

November 1 1 . 
November 30 . 



Million marks 
880 
93° 



December 30 1,022 



1920 



January- 
February 
March 
April 
May 
June 

July 
August 

September 30 2,965 

October 31 3,720 

November 30 4,241 

December 31 5,267 

January 31 6,721 

February 28 8,186 

March 31 10,691 



3° J, 108 

28 1,161 

30 1,216 

i,347 

i,57i 

i,766 

2,089 

• 2,469 



30- 
3i- 
3°- 
3i- 
3°- 



100 fr. (French) 
(Par 81) 


g 
(Par 4.2) 


175 


IO 


176 


IO 


211 


12 


215 


14 


250 


16 


256 


17 


280 


l8 


311 


23 


404 


37 


426 


36 


609 


Si 


I,OI5 


100 


I,2IO 


131 


1,119 


i57 


1,250 


i55 



* Economist, April 17, 1920, p. 824, quoting Warsaw correspondent; 
March 31 figure from ibid., July 24, p. 163. 



Table 6. — Foreign Exchange Quotations, Warsaw 
Stock Exchange * 

A verage monthly quotation in marks 

£ 
Date (Par 20.5) 

1919 January 44 

February 44 

March 54 

April 59 

May 68 

June 76 

July 86 

August 105 

September 141 

October 150 

November 208 

December 361 

1920 January 503 

February 530 

March 28 640 

* Economist, April 17, 1920, p. 824. 

the armistice to March 31 and the concurrent rise in 
rates of exchange in Warsaw. It is not surprising to 
learn that a Polish index number of commodity prices 
is reported to have risen forty-fold from the outbreak of 
the war up to last March. 1 In more recent months, 
the expansion has undoubtedly continued and been 
further complicated by the introduction of foreign 
paper currencies. Only in Russia has the currency 
debacle been greater. 



III. FROM INFLATION TO DEFLATION: 
IDEAS AND POLICIES 

It is generally admitted that inflation of currency 
and credit during the war was inevitable, given the 
policies of government finance that were pursued. 2 It 
is further recognized that inflation was bound to con- 
tinue in peace until certain of these war-time policies 
were substantially altered. What are these policies ? 
Are they undergoing modification ? 

The processes by which inflation was accomplished 
varied from, country to country. Apart from increases 
in gold stocks, which heavily affected America, Japan, 
and neutral countries irrespective of governmental 
policies, there have been five chief methods. 

(1) The baldest of all was the direct issue of govern- 
ment paper money printed to pay for government re- 
quirements and not redeemed or retired. This was 
practised extensively in Russia and Austria-Hungary, 

1 Economist, April 17, 1920, p. 824 (Warsaw correspondence, March3o). 

2 Whether these policies were themselves necessary and inevitable is oc- 
casionally disputed. A few critics, a few apologists there are; but the pre- 
vailing tendency is to say, ' 'Let bygones be bygones; attend to current pres- 
sing problems." This, for the moment, is perhaps practical advice. Yet the 
underlying question looms large in a world from which war is unbanished. 
Economic research, coupled with an understanding of war-time psychology, 
can answer it. Surely if inflation in war times can and should be avoided, 
broad plans must be well laid in advance to ensure the adoption of saving 
policies when war is upon us. If, on the other hand, war inevitably involves 
some degree of inflation, this important fact should be recognized well in 
advance, and plans should be laid to keep the inflation within reasonable 
bounds and to mitigate the inescapable evils. 
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and in some measure by local governments in various 
parts of Europe. The British currency issues and the 
Italian treasury issues belong to this class. (2) Sec- 
ondly, semi-public banks have been set up to lend on 
special collateral, and the resulting notes have figured 
heavily in circulation. The chief examples here are 
the German war loan banks and their notes (Darlehns- 
kassenscheine). They have had numerous counter- 
parts in central Europe. (3) Third, governments have 
forced or persuaded central banks to make advances or 
buy treasury bills, which were redeemed, if at all, less 
rapidly than new advances were required. This method 
has been well-nigh universally used, moderately in the 
United States and Great Britain, heavily in Germany, 
France, and Italy. The proceeds have been taken in 
notes or deposits according to convenience and the 
custom of the country. (4) Fourth, treasury bills or 
certificates have been sold to individuals and banks in 
excess of real savings, and have been used extensively 
as collateral for loans to pay for the bonds or finance 
other requirements. This policy has been facilitated 
by preferential rates on paper secured by such bonds. 
This has been a leading method in the United States; 
it is also well known abroad. (5) Finally, gold reserves 
have been mobilized and reserve requirements have 
been effectually lowered, resulting in expansion of note 
and deposit currency on a given gold basis. This has 
been a leading factor in American inflation, as a result 
of the Federal Reserve Act and subsequent modifica- 
tions. Less formally it has figured abroad, particularly 
through permission to count as reserves some freely 
issued paper such as the Canadian Dominion notes, 
British currency notes, and German treasury notes 
and war loan bank notes. 

These various measures have all contributed to swell 
currency and credit instruments far more than ex- 
changes of goods and securities have expanded and to 
reduce the purchasing power of money unit. Upon 
this point quantity theorists and their critics agree, 
however much they differ upon the precise links in the 
chain of events. 

Concerning the fifth method something will be said 
below (p. 226), in connection with recent developments 
in Great Britain. The other methods are alike in that 
the moving force is purely and simply pressing financial 
requirements of the State. As long as current expen- 
ditures exceed current revenues, and genuine savings 
are not applied to meet the deficit, governments will 
continue, consciously or unconsciously, the indirect 
method of appropriation through inflation. The resto- 
ration of normal credit and currency conditions is, 
therefore, intimately linked with government finance. 

This fact has been given deserved prominence in the 
expert diagnoses of the world's economic ills, of which 
a notable volume of high character has appeared in 
recent months. 1 Until almost a year ago there was a 
disposition, even in high quarters, to deny that infla- 
tion existed, or that British currency notes or federal 
reserve notes had contributed to any such thing. Since 



then a marked change has taken place. The striking 
increase in prices, with accompanying speculation, 
"profiteering," and labor unrest, startled many out of 
their complacency. The continuance of Europe's eco- 
nomic chaos has claimed serious attention, and cur- 
rency disorders, prevalent even in the strongest coun- 
tries, have been recognized as a serious factor in the 
problem. The discussion has been ably led by promi- 
nent bankers, treasury officials, and economists. 

One of the most luminous expositions of the relations 
between government borrowing, currency, banking, and 
prices, was given on January 29, by the Rt. Hon. Regi- 
nald McKenna, ex-Chancellor of the British Exchequer, 
in a widely quoted "inaugural" address as chairman 
of the London Joint City and Midland Bank. 2 Also 
in January, several governments were simultaneously 
memorialized by influential bankers, merchants, and 
statesmen outside official circles, with the object of 
calling an international financial conference adequate 
to reach conclusions and to make weighty recommen- 
dations. These memorials, and the replies of the fi- 
nance ministers approached, dealt at considerable length 
with current problems of banking and currency. 3 So 
also does the survey published by the Supreme Council 
on March 8, reviewing the discouraging progress to- 
ward normal conditions in Europe, analyzing its causes, 
and pointing the hard road to improvement. 4 In view 
of its influence and the weight of opinion which it 
represents, the general recommendations of the Council 
merit quotation: 

" (1) It is of paramount importance that peace con- 
ditions should be fully and completely restored at the 
earliest possible moment throughout the world. In 
order to achieve this object, it is desirable — 

(a) That peace and normal economic relations should 
be established as soon as possible throughout eastern 
Europe. 

(b) That armies should everywhere be reduced to a 
peace footing; that armaments should be limited to the 
lowest possible figure compatible with national security; 
and that the League of Nations should be invited to con- 
sider as soon as possible proposals to this end. 

1 The interim report of the Cunliffe Committee on Currency and Foreign 
Exchanges after the War, published about the time of the armistice, stressed 
the point; so also did another British reconstruction committee, on Financial 
Facilities after the War, which reported early in 1919. But neither of these 
reports was acted upon at the time, and they made little impression outside 
of London. Bankers' Magazine, December 1918, pp. 587-600, February 1920, 
pp. 198-207. The Cunliffe Committee was composed largely of bankers, the 
other of merchants. 

2 Economist, January 31, 1920, pp. 206-208; Bankers' Magazine, March 
1920, pp. 467-474; quoted in large part in the Federal Reserve Bulletin, 
March 1920, pp. 247-252. Cf. also the address of Mr. F. C. Goodenough, 
Chairman of Barclay's Bank, to his shareholders on the same subject on 
January 28: Bankers' Magazine, March 1920, pp. 433-438. See also briefer 
addresses by chairmen of other leading joint stock banks in ibid., pp. 462- 
464, 491-492, and another address by Goodenough in ibid., February 1920, 
pp. 248-250. 

3 British memorial in Bankers' Magazine, February 1920, pp. 171-174; 
the Chancellor's reply in ibid., March 1920, pp. 411-413; American me- 
morial in Chronicle, January 24, 1920, pp. 310-311, and Secretary Glass's 
reply in Federal Reserve Bulletin, April 1920, pp. 363-368. The question is 
briefly discussed in ibid., May 1920, pp. 451-452. 

* Federal Reserve Bulletin, April 1920, pp. 363-368, 
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(c) That the States which have been created or en- 
larged as the result of the war should at once reestablish 
full and friendly cooperation, and arrange for the un- 
restricted interchange of commodities, in order that 
the essential unity of European economic life may not 
be impaired by the erection of artificial economic 
barriers. 

" (2) Not only the Government of each country, but 
all those engaged in the task of production in every land 
should give immediate attention to the execution of all 
measures which will contribute to the full resumption of 
peaceful industry, to the encouragement of better out- 
put on the part of the workers in every country, to the 
improvement of machinery and means of transporta- 
tion, and the removal of such disturbing factors as 
profiteering. 

" (3) Each Government should at once consider means 
for urging upon its nationals in every rank of life the 
vital necessity of suppressing extravagance and reduc- 
ing expenditure so as to bridge the gap which must for 
some years exist between the demand for and the supply 
of essential commodities. 

" (4) It is essential that early steps be taken to secure 
the deflation of credit and currency — 

(a) By the reduction of recurrent Government ex- 
penditure within the limits of revenue; 

(&) By the imposition of such additional taxation as 
is necessary to secure this result; 

(c) By funding of short-term obligations by means 
of loans subscribed out of the savings of the people; and 

(d) By the immediate limitation and gradual curtail- 
ment of the note circulation. 

" (5) The provision of raw materials being essential to 
the restoration of industry, means should be found by 
which the countries which are in present conditions of 
international exchange unable to purchase in the world 
markets, and so are unable to restart their economic life, 
can obtain commercial credits. It will be possible to 
achieve this when the countries have made the reform 
indicated in the foregoing paragraph." 

Since then the subject has received further atten- 
tion, in the United States 1 as well as abroad. Other 
efforts toward coordinated international consideration 
have indeed been largely fruitless. 2 In particular, the 
special international financial conference, called by the 
League of Nations Council on March 13 at the request 
of the nations represented on the Supreme Council, in 
response to the January memorials, has been postponed 

1 Cf. the extensive report of the New York Chamber of Commerce, 
April, in the Chronicle, April 10, 1920, pp. 1481-1482; and the discussion 
April 30 at the Academy of Political Science, New York, printed in its Pro- 
ceedings, June 1920. 

2 The League of Nations Council has considered the problem at certain 
of its meetings, and has sponsored the publication (in June) of "Currencies 
after the War," containing replies to a questionnaire issued last September. 
The valuable Monthly Bulletin of Statistics, issued by the Supreme Economic 
Council, contributes to a wider international understanding of the world 
economic situation. 

3 Bankers' Magazine, March 1920, p. 332; League of Nations Official 
Journal, March 1920, pp. 58, 61; Chronicle, April 24, 1920, p. 1699, and 
August 7, p. 527. Cf. also Economic Review (Review of the Foreign Press), 
June 2, 1920, pp. 83-86, for report of an international economic conference, 



from May to July, and from July to September 24, 
owing probably to the unwillingness of the United 
States to be officially represented and to the new Rus- 
sian menace. 3 But there is no doubt that the discus- 
sion and agitation in various countries have led to 
something approaching agreement on the appropriate 
policies, and to a degree of similarity in action. 

Today the governments and central banking author- 
ities of Great Britain, France, Italy, and the United 
States are committed to policies of anti-inflation and 
gradual deflation. In the United States the federal re- 
serve board and its governor have repeatedly expressed 
themselves on the point. 4 The Secretary of the Trea- 
sury, an influential member of the board, ranges him- 
self on the same side. 6 The memorandum of the 
Supreme Council, quoted above, virtually commits to 
this policy the countries represented upon it, namely, 
Great Britain, France, Italy, and Belgium. Corrobora- 
tive statements in England are too numerous to require 
mention. The same is also true in France and Italy, 
handicapped as they are by unsatisfactory conditions 
of their government finances. The position in both is 
well indicated by the remarks of the Governor of the 
Bank of France, speaking to his stockholders at the 
annual meeting last January: 6 

"In his address before the Chamber of Deputies on 
December 29, the Minister of Finance admitted that 
the country has imported too many unnecessary things, 
consumed too much, and produced too little. He added : 
'Inflation of fiduciary money overstimulates consump- 
tion and excessive consumption calls for more imports. 
We should, therefore, reduce our circulation to more 
reasonable limits, and change our former financial 
policy, which has not sufficiently restricted the in- 
crease of importation.' 

" This same advice has been given by your board of 
directors on every possible occasion during the past 
year. . . . 

" The urgency of this [the reduction of the govern- 
ment debt to the bank] is recognized by the authorities 
and has been stated again in the report of the text of 
the law authorizing the coming loan. 

" "The total of the advances made to the Government 
by the Bank of France has reached 25! billion. This 
total is certainly reaching a point beyond which it 
cannot be increased without still further raising the 
abnormal price level. It is, therefore, our most im- 
perative duty to aid this repayment.' 

participated in mainly by business men of the late Central Powers but also 
by Swiss and Russians, held at Frankfort early in May. The first congress of 
the newly organized International Chamber of Commerce, suggested by 
American business men and bringing together at Paris, June 23 to July 5, 
1920 numerous business representatives from Great Britain, France, Italy, 
Belgium, and the United States, appointed a special committee to study the 
exchange situation, but no noteworthy action was taken in this or related 
fields. Economist, July 3, p. 1 2, and July 10, p. 50; Chronicle, July 10, p. 136. 

4 Cf. various letters and addresses of Governor Harding in the Chronicle, 
May 8, p. 1932, May 22, p. 2138; Federal Reserve Bulletin, June 1920, pp. 
578-584. 

s Chronicle, May 1, p. 1807. 

6 Federal Reserve Bulletin, April 1920, p. 373. Cf. also B. Attolico, in 
Proceedings of the Academy of Political Science, June 1920. 
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" The country must realize that economic and financial 
reconstruction will be far more difficult so long as the 
monetary situation remains unsettled; and the first 
condition of this settlement is that the treasury meet 
its requirements without further note issues." 

Plans looking toward deflation, as well as the mere 
prevention of further currency expansion, are said to 
be in process of execution. But, as the French High 
Commissioner in the United States recently stated, — x 

"Of course any plan of this nature can be successful 
only if the total expenses of the Government are covered 
by budgetary receipts and the assistance rendered the 
Government by national savings. It is also contingent 
upon having these two categories of resources leave a 
surplus over governmental expenses permitting repay- 
ment to the bank." 

Important steps have been taken to put these policies 
into effect. Prominent among the measures are (i) in- 
creases in discount rates at central banks and in rates 
on treasury bills or certificates, and (2) strenuous efforts 
to fund floating debts and to balance public expendi- 
tures by tax revenues. The movement of money rates 
can best be considered for the world at large, with 
special reference to the leading money markets, New 
York and London, and will be dealt with in Section IV. 
The developments in government finance, and the suc- 
cess of measures taken to check inflation generally, are 
discussed country by country in the concluding section. 

IV. RISING MONEY RATES VIEWED 
IN PERSPECTIVE 

The advance in money rates has been the outstand- 
ing feature of the past ten months, and especially the 
past four months. This has been world-wide, and note- 
worthy in degree as well as in geographical extent. 
Although Americans need hardly to be reminded of 



changes in rates here, a brief survey of these is desirable 
as a basis for comparisons with other countries. 

Table 7 summarizes the changes, from 191 7, in the 
rates maintained by the Federal Reserve Bank of New 
York. These, while generally as low as any, are fairly 
representative. The first increase, a year after hostil- 
ities ceased, was a very moderate one, important chiefly 
in raising to 4! per cent the rates (previously 4 to 41 
per cent) on paper secured by Liberty and Victory 
bonds. Another slight raise on December 12 made 
4I per cent the typical rate. The most important 
changes occurred on January 23 and early in June, 
raising the typical rates successively to sf-6, and 6-7 
per cent. 

Perhaps the most important part of this movement 
was the removal of preferential rates of rediscount on 
paper secured by Victory notes and Liberty bonds, 
which involved raising these rates from 4 per cent to 
5 1 or 6 per cent. This has resulted in heavy reductions 
in the holdings of "war paper" by reserve banks and 
member banks. From November 28, 1919 to July 30, 
1920, the war paper fell from 1736 million to 1241 
million, while other discounts increased from 478 
million to 1251 million. At present war paper consti- 
tutes less than 50 per cent of the total discounts, as 
compared with nearly 90 per cent a year ago. 2 

The effective change in rates is most clearly shown 
by the rise in average rates charged by the federal re- 
serve banks, on bills discounted, their largest class of 
earning assets. Table 8, showing this in detail for each 
month since October 1919, makes it evident that the 
upward movement was general. The striking char- 
acteristics of the movement may be seen from the 

1 M. Casenave, on April 30: Proceedings of the Academy of Political 
Science, June 1920, p. 102. 

2 Figures from July 1919 to June 1920 are given in Federal Reserve Bulle- 
tin, July 1920, pp. 723, 725. 



Table 7. — Changes in Discount Rates of Federal Reserve Bank of New York, 1917-20 



1917 March 21 
May 22 
December 1 
December 21 

1918 April 1 1 
October 1 

1919 June (?) 
November 4 , 
December 12. 

1920 January 23 . 
February 27. 
June 1 . 



Discounted Bills Maturing within 90 Days 



Secured by U. S. certificates 
of indebtedness 



r-15 days 16-90 days 



31 



3 

34 

4 

4 

4 
4W4t 



4i 

5 

51 



3* 
4 

41 

4* 

4l 



Secured by Liberty Bonds 
and Victory Notes 



3 

34 

4 

4 



1-1S days 16-90 days 



4* 

4f 

54 
54 
6 



3l 
4 

4i 

4l 



Otherwise secured or 
unsecured 



1-15 days 16-90 days 



3 
3 
3 
3* 

4 

4 



6 

6 
7 



4 
4 
4 
44 

4i 

4i 



Bankers' 
acceptances 



1-90 days 



4-4i§ 

4-4* § 
4l 
4! 

5 
5 
6 



Trade 
acceptances 



1-90 days 



34 
34 
3* 
4 

44 

44 

4-44 J 

44 

4! 

6 

6 

7 



Agricultural 

and 

live stock 

paper 



91-180 days 



s 
s 

5 
-5 

5 
5 

5 
5 
5 

6 

6 
7 



* Customers of non-member banks, 4 per cent. t Varying with rates on certificates. 

% Rates for discounted trade acceptances maturing within 15 days, 4 per cent; within 16 to 90 days, 4! per cent. 

§ Rates for discounted bankers' acceptances maturing within 15 days, 4 per cent; within 16 to 60 days, 41 per cent; within 6j to 90 days, 4$ per cent. 
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Table 8. — Average Rates Charged on Bills Discounted by Federal Reserve Banks, Monthly since October 1919 * 



Month 


All banks 


Boston 


New York 


Philadel- 
phia 


Cleveland 


Richmond 


Atlanta 


Chicago 


St. Louis 


Minnea- 
polis 


Kansas 
City 


Dallas 


San 
Francisco 


1919 October 

November . . 
December . . . 

1920 January 

February. . . . 

March 

April ... 

May 

June 


4.19 

4-53 
4.67 

4.90 
5-52 
5-64 
5-67 
5-74 


4-23 
4-56 
4.64 

4.89 

5-54 
5.68 
5.60 
5.60 


4-03 
4.49 

4-63 
4.86 

5-42 
5-53 
5-48 
5-56 


4.02 

4-34 
4.61 

4.83 
5-46 

5-44 
S-46 

5-43 


4,14 

4-55 
4.68 

4.92 
S-46 
5-58 
5-7i 
5-64 


4.28 
4.46 
4.64 

4.96 

5-5° 
S-63 
5-59 
5-58 


4.24 

4.51 
4.61 

4.92 

5-55 

S-67 
5-68 

5-72 


4.40 
4.61 
4.69 

4.86 
5-63 

5-79 
5-77 
5-85 


4.22 
4-5 2 
4.64 

4.88 
5.62 
S-67 

5-78 
5-78 


4-5° 
4-74 
4.88 

S-°S 
5-70 
5-77 
5.81 
5-89 


4.60 
4.91 

5.02 

5-52 

5-79 
5.80 

6-55 
6.81 


4-34 

4-55 

4.80 

4-78 
5-32 

5-59 
5.66 

5-73 


4-47 
4.58 
4.62 

4.81 
5-55 
5-7° 
5-7° 
S-84 



Data compiled from Federal Reserve Bulletin. 



following summary of these average rates for the en- 
tire system since April 1918. 1 The rate, which had 
varied between 4.12 and 4.19 in the first months of 
1919, rose after October by leaps and bounds to 5.74 
in May 1920. The June figures, not yet available, will 
undoubtedly show an increase of over 2 per cent in 
eight months. 

1918 1919 1920 

January ._ 4.18 4.90 

February 4-iS 5-5 2 

March 4.15 5.64 

April 4.26 4.17 5.67 

May 4.38 4.16 5.74 

June 4.46 4.19 

July 4-4i 4-15 

August 4.28 4.12 

September 4.27 4.18 

October 4.25 4.19 

November 4.23 4.53 

December 4.21 4.67 

Year 4-26 4.26 

Nor does the change in standard rates tell the whole 
story. The Phelan bill, enacted April 13, 1920 in re- 
sponse to a recommendation of the Federal Reserve 
Board, provides that reserve bank discount rates, 
"subject to the approval, review, and determination 
of the Federal Reserve Board, may be graduated or 
progressed on the basis of the amount of advances and 
discount accommodations extended by the Federal 
Reserve Bank to the borrowing bank." 2 An April 17, 
the Kansas City Federal Reserve Bank inaugurated 
such a policy affecting new discounts on the plan of 
charging an additional one-half per cent for each 25 
per cent excess of advances or rediscounts above an 
established "normal basic line." Member bank notes 
secured by Liberty bonds, Victory notes, and treasury 
certificates owned on April 1, 1920, and new offerings 
secured by these holdings, are excepted from the opera- 
tion of the progressive rates though counted in the 
aggregate discounts. 3 As shown in Table 8, this mea- 

1 See Federal Reserve Bulletin, June 1918, p. 553 for the earliest figures 
and description of methods of computation. 

2 Commercial and Financial Chronicle, April 3, 1920, p. 1368. 
8 Ibid., April 24, 1920, p. 1705. 

* Cf. Federal Reserve Bulletin, July 1920, p. 738. 



sure is no mere formality: for the average rate on dis- 
counted bills charged by the Kansas City Federal 
Reserve Bank rose from 5.80 per cent in March to 
6.55 per cent in April and 6.81 per cent in May. Sub- 
sequently, the federal reserve banks of Dallas (May), 
St. Louis and Atlanta (June), have adopted similar 
policies, but have enforced them with less rigor. 4 

For the world at large the most comprehensive view 
is to be gained from an examination of official rates of 
leading central banks. Table 9 gives a comparative 

Table 9. — Central Bank Discount Rates Prevailing in 
World Monetary Centers at Selected Dates, 1913-20 











War 










Center 


1913 

June 30 


1914 

June 30 


War 
maxi- 
mum 


mini- 
mum 
(after 
August, 
1914) 


1018 

Dec. 31 


1019 

June 30 


1919 

Dec. 31 


I02O 

June 30 


London 


4* 


3 


10 


s 


s 


S 


6 


7 


Paris 


4 


3* 


6 


s 


s 


s 


S 


6 


Berlin 


6 


4 


6 


5 


s 


s 


s 


S 


Vienna 


6 


4 


8 


S 


s 


5 


s 


s 


Petrograd. . . 


Si 


S 


6 


? 


? 


? 


? 


? 


Geneva 


5 


3* 


6 


4i 


Si 


Si 


5 


s 




6 


5 


si 


S 


5 


S 


5 
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Madrid 


4i 


4l 


Si 


4i 


4i 


4i 


S 


s 


Lisbon 


6 


5i 


Si 


Si 


Si 


Si 


Si 


Si 


Brussels 


S 


4 


7 


S 


s 


4 


4 


Si 


Amsterdam . 


S 


3i 


6 


4i 


4i 


4i 


4i 


4i 


Copenhagen . 


6 


5 


7 


S 


5 


Si 


6 


7 


Christiania . . 


Si 


5 


6i 


4i 


6 


Si 


6 


7 


Stockholm . . 


5* 


4l 


7 


4i 


6i 


6 


6 


7 


Helsingfors . . 










S 


6 


7 


8 


Tokyo 


6.6 


* 


7-3 


5-i 


6-5 


6-5 


8.03 


8.03 


New York f . 










4-4l 


4-4! 


4t 


Si-7 



* Details of changes of rates of the Bank of Japan, prior to November 
1918, could not be obtained. The rate was not changed during 1913. In 
1914 it ranged from 6.6 to 7.3, averaging 6.9; on June 30 it was probably 6.6. 

t New York rates exclude rates on 3-6 months agricultural and live 
stock paper, which were 5 per cent until January 1920, and now are 7 per 
cent. 

summary of these at six months intervals during the 
peace periods of 1913-20, together with the war maxi- 
mum and subsequent war minimum. Table 10, a 
chronological list of changes in these rates since the 
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Table io. — Changes in Central Bank Rates in World Monetary Centers, 1913-20 



Date of change 


Center 




Old rate 


New 
rate 


Previous change 


1913 April 


18 


London 


— 


5 


4i 


Oct. 18, 1912 


June 


9 


Rome 


- 


6 


54 


Oct. 31, 1912 


« 


23 


Rome 


+ 


Si 


6 


June 9, 1913 


« 


25 


Amsterdam 


+ 


4 


5 


Oct. 2, 191 1 


July 


2 


Copenhagen 


+ 


54 


6 


Nov. 5, 1912 


Aug. 


14 


Geneva 


- 


5 


44 


Nov. 27, 191 2 


Oct.' 


2 


London 


+ 


4* 


5 


April 18, 1913 


Oct. 


27 


Berlin 


- 


6 


54 


Nov. 14, 191 2 


Nov. 


27 


Vienna 


- 


6 


54 


Nov. 15, 1912 


Dec. 


12 


Berlin 


- 


54 


5 


Oct. 27, 1913 


1914 Jan. 


8 


London 


_ 


5 


44 


Oct. 2, 1913 


a 


15 


Rome 


- 


6 


54 


June 23, 1913 


a 


15 


Lisbon 


— 


6 


54 


Jan. 9, 1908 


a 


20 


Vienna 


- 


54 


5 


Nov. 27, 1913 


a 


22 


London 


— 


4i 


4 


Jan. 8, 1914 


u 


22 


Berlin 


— 


5 


44 


Dec. 12, 1913 


a 


22 


Brussels 


— 


5 


44 


Oct. 16, 1912 


a 


22 


Stockholm 


— 


54 


5 


Nov. 14, 191 2 


tt 


22 


Copenhagen 


- 


6 


54 


July 2, 1913 


u 


24 


Chris tiania 


- 


54 


5 


Mar. 23, 1912 


a 


29 


Paris 


- 


4 


34 


Oct. 31, 1912 


a 


29 


Geneva 


- 


44 


4 


Aug. 14, 1913 


u 


29 


London 


- 


4 


3 


Jan. 22, 1914 


u 


3° 


Brussels 


- 


44 


4 


" 22, 1914 


Feb. 


3 


Vienna 


- 


5 


44 


" 20, 1914 


a 


5 


Berlin 


- 


44 


4 


" 22, 1914 


tt 


6 


Stockholm 


- 


5 


44 


" 22, 1914 


a 


6 


Copenhagen 


- 


54 


5 


" 22, 1914 


a 


10 


Christiania 


- 


5 


4i 


" 24, 1914 


u 


17 


Amsterdam 


- 


5 


44 


June 25, 1913 


a 


19 


Geneva 


- 


4 


34 


Jan. 29, 1914 


it 


24 


Amsterdam 


- 


44 


4 


Feb. 17, 1914 


Mar. 


12 


Vienna 


- 


44 


4 


" 3, i9 I 4 


Mar 


23 


Amsterdam 


- 


4 


34 


" 24, 1914 


Apri 


1 


Petrograd 


- 


54 


5 


Oct. 28, 1912 


May 


9 


Rome 


— 


54 


5 


Jan. 15, 1914 


June 


24 


Christiania 


+ 


44 


5 


Feb. 10, 1914 


July 


11 


Vienna 


+ 


4 


6 


Mar. 12, 1914 


tt 


27 


Petrograd 


+ 


5 


6 


April 1, 1914 


u 


29 


Amsterdam 


+ 


34 


44 


Mar. 23, 1914 


u 


30 


Paris 


+ 


34 


44 


Jan. 29, 1914 


tt 


3° 


Brussels 


+ 


4 


5 


Jan. 30, 1914 


tt 


3° 


Geneva 


+ 


34 


54 


Feb. 19, 1914 


u 


3° 


London 


+ 


3 


4 


Jan. 29, 1 914 


a 


3i 


Berlin 


+ 


4 


5 


Feb. s, 1914 


a 


3i 


Stockholm 


+ 


44 


54 


Feb. 6, 1914 


a 


3i 


London 


+ 


4 


8 


July 30, 1914 


Aug. 


1 


London 


+ 


8 


10 


" 3i, !9!4 


u 


1 


Amsterdam 


+ 


44 


6 


" 29, 1914 


a 


1 


Paris 


+ 


44 


6 


" 20, 1914 


a 


3 


Berlin 


+ 


5 


6 


" 3 1 , i9 I 4 


a 


3 


Vienna 


+ 


6 


8 


" 11, 1914 


tt 


3 


Brussels 


+ 


5 


7 


" 30, i9 J 4 


a 


3 


Geneva 


+ 


54 


6 


" 30, i9 I 4 


u 


4 


Copenhagen 


+ 


5 


7 


Feb. 6, 1914 


It 


4 


Christiania 


+ 


5 


64 


June 24, 1914 


It 


4 


Madrid 


+ 


44 


54 


Sept. 24, 1903 



Date of change 


Center 


Cud 

a 

J3 
O 


Old rate 


New 
rate 


Previous change 


1914 Aug. 5 


London 


— 


IO 


6 


Aug. i, 1914 


" 9 


London 


- 


6 


5 


>. 5, 1914 


" 12 


Copenhagen 


- 


7 


6 


" 4, 191:4 


" 20 


Christiania 


- 


64 


54 


" 4, T-9U 


" 20 


Amsterdam 


- 


6 


5 


" 1, i9 J 4 


" 20 


Paris 


- 


6 


5 


" 1, 193:4 


" 27 


Brussels 


- 


7 


5 


" 3, 1914 


" 28 


Stockholm 


+ 


54 


6 


July 3 1 , X 9 J 4 


Sept. 1 


Madrid 


- 


54 


5 


Aug. 4, 1914 


Sept. 10 


Geneva 


- 


6 


5 


Aug. 3, i9 J 4 


Oct. 27 


Madrid 


- 


5 


44 


Sept. 1, 1914 


Oct. 31 


Vienna 


- 


8 


54 


Aug. 3, 1914 


Nov. 9 


Rome 


+ 


5 


54 


May 9, 1914 


Dec. 23 


Berlin 


— 


6 


5 


Aug. 3, 1914 


1915 Jan. 2 


Geneva 


— 


5 


44 


Sept. 10, 1914 


" 5 


Stockholm 


- 


6 


54 


Aug. 28, 1914 


" 5 


Copenhagen 


- 


6 


54 


Aug. 12, 1914 


April 10 


Vienna 


- 


54 


5 


Oct. 31, 1914 


May 25 


Christiania 


- 


54 


5 


Aug. 20, 1914 


July 1 


Amsterdam 


- 


5 


44 


Aug. 20, 1914 


July 10 


Copenhagen 


- 


54 


5 


Jan. 5, 1915 


Dec. 13 


Christiania 


+ 


5 


54 


May 25, 1915 


1916 May 1 


Stockholm 


— 


54 


44 


Jan. 5, 1915 


May 29 


Christiania 


- 


54 


44 


Dec. 13, 1915 


June 1 


Rome 


- 


54 


5 


Nov. 9, 1914 


July 13 


London 


+ 


5 


6 


Aug. 9, 1914 


Nov. 9 


Stockholm 


+ 


44 


54 


May 1, 1916 


Nov. 9 


Christiania 


+ 


44 


54 


May 29, 1916 


1917 Jan. 18 


London 


— 


6 


54 


July 13,1916 


April 5 


London 


- 


54 


5 


Jan. 18, 1917 


Sept. 28 


Stockholm 


+ 


54 


6 


Nov. 9, 1916 


Nov. 7 


Rome 


+ 


5 


54 


June 1, 1916 


Dec. 12 


Stockholm 


+ 


6 


7 


Sept. 28, 1917 


Dec. 13 


Christiania 


+ 


54 


6 


Nov. 9, 1916 


1918 Jan. 1 1 


Rome 


_ 


54 


5 


Nov. 7, 1917 


Jan. 31 


Stockholm 


- 


7 


64 


Dec. 12, 1917 


April 11 


New York 


+ 


34-44 


4-4! 


Dec. 21, 1917 


Oct. 3 


Geneva 


+ 


44 


54 


Jan. 2, 1915 


Nov. 25 


Tokyo * 


+ 


* 


64 


* 


1919 Jan. 2 


Copenhagen 


+ 


5 


54 


July 10,1915 


Jan'. 8 


Helsingfors 


+ 


5 


6 




May 9 


Christiania 


- 


6 


54 


Dec. 13, 1917 


June 5 


Brussels 


- 


5 


4 


Aug. 27,1914 


June 12 


Stockholm 


— 


64 


6 


Jan. 31,1918 


Aug. 22 


Geneva 


- 


54 


5 


Oct. 3, 1918 


Oct. 7 


Copenhagen 


+ 


54 


6 


Jan. 2, 1918 


Oct. 10 


Tokyo 


+ 


64 


7-3 


Nov. 25, 1918 


Nov. 4 


New York 


+ 


4-4! 


^1 A 3 

4i 4i 


April 11, 1918 


" 6 


London 


+ 


5 


6 


April 5,1917 


" 10 


Madrid 


+ 


44 


5 


Oct. 27, 1914 


" 18 


Helsingfors 


+ 


6 


7 


Jan. 8, 1919 


" 18 


Tokyo 


+ 


7-3 


8.03 


Oct. 10, 1919 


Dec. 12 


New York 


+ 


4i"4l 


4f 


Nov. 4, 1919 


Dec. 18 


Christiania 


+ 


54 


6 


May 9, 1919 



* Details of earlier alterations could not be obtained. See footnote to Table 9. 

t New York rates exclude rates on 3-6 months agricultural and live stock paper; these were 5 per cent to January 23, 1920, then 6 per cent until 
June, and 7 per cent since. Changes prior to 1918 are not given. 
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Table 10. — Changes in Central Bank Rates in World 
Monetary Centers 1913-20 — {Continued) 



Date of change 


Center 


C 
O 


Old rate 


New 
rate 


Previous change 


1020 Jan. 23 


New York 


+ 


4! 


4f-6 


Dec. 12, 1919 


Feb. 27 


New York 


+ 


4 f-6 


5-° 


Jan. 23, 1920 


Mar. 18 


Stockholm 


+ 


6 


7 


June 12, 1920 


Mar. 22 


Helsingfors 


+ 


7 


8 


Nov. 18, 1920 


April 1 


Brussels 


+ 


4 


44 


June 5, 1920 


« 6 


Rome 


+ 


S 


54 


Jan. 12, 1918 


" 8 


Paris 


+ 


5 


6 


Aug. 20, 1914 


" IS 


London 


+ 


6 


7 


Nov. 6, 1919 


" 16 


Copenhagen 


+ 


6 


7 


Oct. 7, 1919 


" 29 


Brussels 


+ 


44 


si 


April 1, 1920 


May 11 


Rome 


+ 


5* 


6 


April 6, 1920 


May 12 


Prague 


+ 




6 




June 1 


New York 


+ 


5-° 


Si-7 


Feb. 27, 1920 


" 25 


Christiania 


+ 


6 


7 


Dec. 18, 1919 



beginning of 1913, permits a closer tracing of the 
changes during this period. 

Rates were generally high during most of 1913, 
averaging around 5? per cent. A decline began in the 
autumn, and in the ten months preceding the out- 
break of war nearly every central bank lowered its rate, 
most of them two or three times, by an amount aggre- 
gating 2 per cent for London, Berlin, and Vienna, and 
1 per cent for most other countries. When the war 
clouds gathered, rates were thus on a moderately low 
level, • — around 4 per cent. 

In the fearful nine days from July 27 to August 4, 
1 9 1 4, rates were sharply raised, the London rate going 
to 10 per cent, Vienna to 8, Brussels and Copenhagen 
to 7, Christiania to 6§, and Berlin, Paris, Geneva, and 
Amsterdam to 6 per cent. The panic soon passed. On 
August 5, the London rate dropped to 6 per cent, a 
few days later to 5. Numerous recessions took place 
elsewhere before the end of August, and later changes 
were generally downward to the middle of 1916. 
Throughout the war, rates were generally maintained 
on a level still high, typified by 5 per cent in London, 
Paris, Berlin, and Rome. Few changes occurred except 
in Scandinavian countries until nearly a year after the 
armistice was signed. 

Tokyo gave the signal for a new upward movement, 
raising its rate from 64 to 7.3 per cent on October 10, 

1919, and further to 8.03 per cent seven weeks later. 
The federal reserve banks initiated their series of rate 
increases on November 4. Two days later the Bank 
of England followed suit. Since then, chiefly in April, 

1920, every important central bank except those of 

s 1 Federal Reserve Bulletin, February 1920, pp. 116, 118; June 1920, pp. 
S80, 583. 

2 Bankers' Magazine, March 1920, pp. 340-341; April 1920, p. 526; 
F. W. Shortis interview, in Chronicle, July 17, 1920, p. 243; R. McKenna 
in ibid., p. 241. 

3 Svensk Handelstidning, March 28, 29, quoted in Economic Reiiew (Re- 
view of Foreign Press), June 16, 1920, p. 139. 

4 Economist, June 12, 1920, p. 1318. The rate on British Treasury bills 
sold in New York has been 6 per cent. The rate on French Treasury bills 
in New York was raised from 6 to 63 per cent on March 26, 1920. 

5 Bankers' Magazine series, for about the 22nd of the month. 



Russia, Germany, Austria-Hungary, Holland, and 
Spain has raised its rate from i to 2 per cent. Present 
rates, averaging above 6 per cent, are appreciably 
higher than at the high point of 1913, and above all 
rates except panic rates known for generations. As 
yet there are no signs of reversal; indeed, any changes 
in the early future are likely to be increases rather than 
declines. 

The countries which have seen no increases in official 
discount rates fall into two classes. First, there are 
those in which the central bank is impotent to exert 
any control over the financial situation, because of 
pressure of government requirements, as in Germany, 
or because of virtual disorganization of the institution, 
as in Austria and Russia. The other countries are 
those in which, by reason of restrictive gold policies or 
favorable trade balances or moderate business activity, 
no occasion has arisen to raise discount rates to protect 
gold reserves. This is true of the European neutrals, 
outside of Scandinavia, e. g., Switzerland, Spain, and 
the Netherlands. 

Supplementing the increase in money rates, efforts 
are being made by bankers to discriminate in loans 
between speculative and commercial purposes, and 
between the more and the less essential commercial 
uses. The Federal Reserve Board urges this policy upon 
the federal reserve banks and through them especially 
upon member banks. 1 The joint stock banks in Great 
Britain have been practising it extensively for some 
months, and certain leading British bankers believe 
this policy alone adequate and far preferable to in- 
creases in discount rates. 2 In Sweden the national 
bank formally urged the policy upon the private banks, 
late in May, as an alternative to definite restriction on 
its part accompanied by further increases in the dis- 
count rate; and the banks in turn circularized their 
customers stating that loans would in general be re- 
fused for new undertakings, extensions not urgently 
needed, and speculative purposes. 3 Similar policies are 
being pursued elsewhere. 

The raising of official discount rates has been pre- 
ceded or accompanied by increases in rates on treasury 
bills or certificates. Thus, rates upon British Treasury 
three-months bills marketed in London have been 
raised by 3 per cent since October 6, 1919, as follows: 4 

Date Change 

December 27, 1917 — 

February 14, 1918 — 

October 6, 1919 4- 

November 7, 1919 + 

April 14, 1920 4- 

Since the government has been the predominant bor- 
rower, the general market rate has responded at once 
to these alterations, and recently the bank rate fol- 
lowed. The following chart reveals this fact, and 
shows in the perspective of several years the relative 
position of the Bank of England rate and the monthly 
market rate on three-months bankers' bills. 8 It will be 
noted that since these readjustments last October, the 
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Bank of England Rate (A), Compared with London Market Rate on three-month Bankers' 

Bills (B), Monthly 1906-20 

(Units of one per cent) 



10 
3 
8 
7 
6 

S 

4 
5 

i. 
i 




1 — 1 — 1 1 — 1 — 1 — 1 — 1 — 1 — 1 — 1 — 1 — 1 — 1 — 1 — 1 — 1 — n — 1 — 1 — 1 1 — 1 — 1 — 1 — 1 — 1 1 — 1 1 — 


. — 

A 1 L L i -j. J J n 

#M \\\m JliifrfflT \\m 


'[^ jijl[np|ifrlTI UttttI I Ml 1 



10 

$ 

8 
7 
e, 
5 

5 

z 

I 





/90& *9oj J$o& '9<*y /9'0 i?n 1^12. /?/« 



/?/-* t*t*S 



/jib igi-j /9/0 



'5 >V 



"pate 



bank rate and the market rate have resumed their 
pre-war relationship. 

In the United States the rate on treasury certifi- 
cates stood at 4! per cent throughout 1919, except for 
three small short term issues dated September 15 and 
December 1, which ran at 4I per cent. These aggre- 
gated less than one twentieth of the year's total issue 
of ii| billion dollars. 1 During the present year, as 
shown by Table 11, these rates have gradually been 
readjusted upwards to a 6 per cent basis. 2 



Table ii. — Rates on U. 


S. Treasury Certificates, 5 


Issue 




Maturity 


Rate 


January 2, 


1920 


December 


15, 1920 


4! 


February 2, 


« 


March 


15, 1920 


4l 


March 15, 


u 


March 


15, i9 2 i 


4f 


April 1, 


u 


July 


1, 1920 


4f 


Aprii 15, 


u 


July 


15, 1921 


S 


April 15, 


it 


October 


15, 1920 


Si 


May 17, 


it 


November 


15, 1920 


51 


June 15, 


it 


January 


3, 1921 


e 3 - 
5* 


June 15, 


It 


June 


15, 1921 


6 


July 15, 


It 


January 


15, 1921 


5* 


July 15, 


it 


March 


15, 1921 


£4 

5i 


August 21, 


it 


August 


21, 1921 


6 



A second chart, showing various New York money 
rates over a period of several years, reveals emphati- 
cally the striking character of the recent increases in 
the federal reserve bank rates, and the marked tighten- 
ing of credit as illustrated by various other rates. The 
recent decline in bond yield affords only an apparent 
exception; the series is composed of railroad bonds, 
and the declining yield reflects the improvement in 
railroad credit incident to the recent grant of increased 
rates, rather than a money market change. 

What is the significance of these momentous changes 
in typical money rates? Ordinarily, in pre-war days 
of the gold standard and free gold movements, marked 
increases in official rates reflected such pressure for 

1 Annual Report, Federal Reserve Bank of New York, iqiq, p. 84. 

2 Compiled from the Commercial and Financial Chronicle. 



loans or gold for export that bank reserve ratios were 
falling toward legal or traditional minima. Raising 
the rate was intended not merely to discourage loans, 
but thereby to protect gold reserves and maintain re- 
serve ratios. It was understood that such restriction 
of credit tended to limit speculation, check commercial 
expansion, and lower security and commodity prices, 
but such consequences were commonly by-products 
rather than direct objects of the change. 

Since the war the relative importance of these ob- 
jects has changed. In the United States, it is true, 
where the gold standard has been maintained and free 
gold movements have been permitted since June 1919, 
the declining reserve ratios of the federal reserve banks 
have been a potent influence leading to higher rates. 
Yet advocates and opponents of the change agree that 
considerable expansion was still possible without ex- 
ceeding legal bounds, and that higher rates were not 
absolutely necessitated by the legal reserve require- 
ments. 3 At their low point in April 1920, the reserves 
contained $200,000,000 of "free gold," i.e., in excess of 
legal minimum requirements. 4 Abroad, in several 
countries, the protection of gold reserves or the main- 
tenance of reserve ratios has been a secondary influ- 
ence. In general, the reserves have been too low to be 
especially significant, as in France, or they were ample 
to stand further strain, as in Japan. No; the rate 
advances have been primarily due to convictions on 
the part of leading bankers and economists that the 
continued credit expansion was unhealthy, and that it 
must be checked before normal conditions could be 
regained. Low bank rates encouraged speculation, 
borrowing for all sorts of new ventures, scrambles for 
labor and goods, further increases in prices, and still 
higher loans. Inasmuch as the usual barometers of 
falling gold reserves and gold exports were somewhat 
crippled, the evidences of speculation, new capital 
issues, extravagance, price skyrocketing, etc., were ac- 

3 Cf. W. M. Persons, in this Review, January 1920, p. 21. 

4 Federal Reserve Bulletin, July 1920, pp. 724-725. 
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cepted as indications of conditions calling for the same 
remedy. Hence the deliberate initiation of a policy 
of higher money rates by the leaders, whose example 
has been followed, partly perforce, partly through 
habit, by many others. 1 

The effects of the policy are fairly clear, although it 
cannot be credited, or charged with responsibility, for 
all the subsequent developments in industry and fi- 
nance. In general, it may be said that the increases 
in discount rates have materially reduced speculation, 
and have slowed down the expansion of industrial ac- 
tivity. They have not yet, however, occasioned wide- 
spread business contraction, except perhaps in Japan, 
Scandinavia, and certain lines of business elsewhere, 
where other important factors have also been at work. 
Coupled with bettered government financial policies 
and conditions, they have undoubtedly contributed 
materially to the check to currency and price inflation, 
and paved the way for the desired gradual deflation. 2 
In many countries, however, their influence has been 
relatively slight because of the predominant import- 
ance of the government as a borrower on favored terms. 

The "dear money" policy has been severely criti- 
cised, especially in England by leading bankers, chiefly 

1 Cf. Federal Reserve Bulletin, May 1920, p. 447. 

The special occasion for the increase in the Bank of England rate in No- 
vember 1919 was the marked increase in speculation, in New York even 
more than in London, and the desire to avoid the possibility of transfer to 
New York of foreign floating balances invested in London. The increase 
in April 1920 was attributed to the fact that in the first ten days of April 
some 63 millions of treasury bills matured and were not renewed by holders, 
necessitating an increase in Ways and Means Advances, making for further 
inflation in the face of a lower bank reserve. Behind both, however, were 



on the ground that it cramps business when the pressing 
need is for maximum production, and that it depresses 
government securities at a time when the governments 
must fund their floating debts; in short, that it tends 
to defeat its own ends. Predictions that it would lead 
to serious financial disturbances, as in Japan, have 
been freely made. Other critics, prominent especially 
in the United States, are disturbed because the policy, 
although designed as a regulatory measure, is throwing 
huge profits into the laps of the banks. 3 These criti- 
cisms all have weight. Thus far, however, the policy 
seems to have justified itself in practice, and its wisdom 
is more generally accepted than it was two months ago. 

V. THE SITUATION IN INDIVIDUAL 
COUNTRIES 

We are now in a position to review the developments 
of special interest in individual countries, as revealed 
by statistics of central banks supplemented by par- 
ticulars of government finance and related policies. 
First, however, something of a bird's-eye view may be 
gained from two charts showing a comparison of cen- 
tral reserve ratios for Great Britain, France, Germany, 

underlying causes of larger weight. Bankers' Magazine, December 1919, 
pp. 647, 657; May 1919, pp. 629-630. 

2 Cf. Federal Reserve Bulletin, July 1920, p. 665; Chronicle, August 7, 
1920, p. 544. 

8 Cf. Bankers Magazine, April 1920, pp. 526-528; Economist, July 3, 
1920, p. 3; Senator Owen, an author of the Federal Reserve Act, in Chronicle, 
May 8, 1920, p. 1932; E. C. Stokes, in ibid., June 5, p. 2344. The Federal 
Reserve Bank of New York has lately felt called upon to defend its high 
profits: Chronicle, August 7, p. 545. 
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and the United States. The first shows weekly ratios 
from November 1918, and the second monthly ratios 
(except for Germany) as of about the middle of the 
month from 191 1. 

(1) Leading Reserve Ratios 

The Reichsbank ratio, owing to stationary reserves 
and rapidly rising note issues, has fallen steadily from 
2.5 per cent in the middle of December and on Janu- 
ary 23 to 1.4 per cent at the end of June. The scale of 
the chart unfortunately fails to impress one with the 
rate of decline. 

The reserve ratio of the Bank of. France has been 
slightly above 14 per cent during most of the past half 



year, touching the low point 13.9 per cent on May 14 
and June 3. It responds quickly to changes in note 
issue. This in turn is largely determined by the "ad- 
vances to the state for the war," which have been 
around 26 billion francs during most of the present 
year. This ratio has fallen most from the pre-war 
height. 

The federal reserve ratio, owing to expansion of 
credit and exports of gold, declined until on March 14 
it touched the low point of 42.2 per cent (or 39.4 per 
cent if gold reserves alone be counted). Since the end 
of January it has been under 44 per cent except on 
June 18 and July 23. For the half year as a whole the 
ratio has been only four-fifths as high as in the corre- 
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sponding months of 1919, and only a few per cent above 
the legally established normal minimum. Thanks to 
the restriction of loans and new imports of gold, the 
recent trend has been moderately upward. 

The ratio of the Bank of England shows a notable re- 
covery early in 1920, due largely to the accession of 
perhaps £35,000,000 of gold hitherto held in the vaults 
of the joint stock banks. In consequence of this, despite 
heavy exportation of gold, the ratio has fluctuated 
around 45 per cent, much as in pre-war years. At this 
point it is higher than the federal reserve ratio. 

This Bank of England ratio gives an exaggerated im- 
pression of the strength of the reserve in the English 
system, owing to the huge currency note issue outstand- 
ing. Accordingly, a new ratio, called, for lack of a 
better name, the "British central reserve ratio," has 
been computed by lumping the British currency note 
issue with the Bank of England demand liabilities, de- 
ducting the Bank of England notes held in reserve 
against the currency issues, and finding the ratio borne 
to this balance by the sum of the coin and bullion of 
the Bank of England (both departments) and the 
£28,500,000 special gold reserve against currency notes. 
This results in a ratio of central reserves to central cur- 
rency (including deposit) liabilities, regardless of legal 
requirements which enforce separation of substantially 
similar items. This ratio is quite comparable with the 
Bank of France ratio, since the French government has 
issued no paper currency directly. The corresponding 
German ratio would be considerably lower than the 
one here shown, for while the reserve item would prob- 
ably be unchanged (assuming no government war 
"treasure chest" to exist today), the liabilities would 
be considerably enlarged by the addition of the war 
loan bank note issue, which in the early part of this 
year amounted to about 13 billion marks. Lack of 
current data on these Darlehnskassenscheine prevents 
computation of this ratio. The corresponding Ameri- 
can ratio would be larger than the federal reserve ratio 
shown, owing to the huge item of gold cover for gold 
certificates. 1 

The British central reserve ratio, it will be noted, is 
considerably lower than the Bank of England ratio, 
owing to the preponderance of the currency notes and 
the small gold reserve against them. It is also less 
sensitive, owing chiefly to the smaller proportion of 
the most variable item, deposits, in the total upon 
which it is computed. Yet, on the whole, its trend 
corresponds with that of the bank ratio. 

We have not used, in this comparison, the ratio 
which is commonly cited for the Bank of England. 
In view of the variety of British ratios now current, 
Table 12 is presented to make clear the differences 

1 For Italy too such a ratio would be most significant, but one or more 
elements for its computation are usually lacking. There, however, the gov- 
ernment currency and reserve are relatively much smaller than in England. 

2 See also footnote in Review of Economic Statistics, Monthly Supple- 
ment, September 1019, p. 17. 

3 Compiled from the Bankers' Magazine. 

4 Compiled from Treasury returns published in the Economist- 



which exist among them and the danger of using one 
for another. 2 The first ratio shown (A) is the least im- 
portant, showing the percentage of coin and bullion 
held by both departments of the bank, to the amount 
of notes in circulation outside either department. 3 The 
second ratio (B), the best known, is the Banking De- 
partment percentage of specie (largely gold) and notes 
exchangeable at will for gold at the Issue Department, 
to its demand liabilities, • — public deposits, other de- 
posits, seven day and other bills. The third ratio (C) 
is computed as if there were no separation of the bank 
into two departments, and combines the two items 
of specie, on the one hand, and on the other, the out- 
standing notes (net) plus deposits. Fourth (D) is 
shown the ratio of reserves held by the treasury, in- 
cluding £28,500,000 in gold and the balance in Bank 
of England notes, against outstanding currency note 
issues. 4 Finally (E) the "central reserve ratio," based 
upon a combination of the Bank of England and cur- 
rency notes figures, is shown. 

In pre-war days, the second ratio (B), while less 
satisfactory as an index of real strength, was valuable 
as a forecaster of changes in the bank rate. At present, 
it is not such a reliable barometer. A considerable de- 
cline indeed preceded the raising of the discount rate 
last April, but last autumn rates were raised only after 
the ratio had remained low for some weeks, while in 
December, 1919, and again in recent weeks, very low 
ratios have occasioned no change in the bank rate. 
With the restriction on currency note issues (see below, 
p. 226), however, the banking ratio may resume its 
former significance. 

The third ratio (C), is a reliable measure of the essen- 
tial strength of the Bank of England reserve, in terms 
comparable with other central banks. 

The currency note ratio (D), like the second, is not 
a specie reserve ratio, since the reserve includes an in- 
creasing amount of Bank of England notes. Its in- 
crease does, however, reflect the fulfilment of an im- 
portant government pledge (see below, p. 227) looking 
toward the eventual convertibility of the "Bradburys," 
the counterpart of our Civil War "greenbacks." 

The fifth ratio (E), eliminating double counting, 
serves as the best index of the true strength of the 
reserve; its growth, more than that of any other, 
must be watched by those who are concerned with 
the restoration of an effective gold standard in England. 

The distinct improvement in the charted British 
ratios since last December, which has raised the bank 
ratio above the federal reserve ratio, is due partly to 
limitations imposed upon the issue of currency notes, 
partly to the check to credit expansion attributable to 
the higher bank rate and government finance, but 
chiefly to the acquisition of the gold holdings of the 
joint stock banks. The recent recovery, after further 
gold exports and the normal midyear decline, may 
prove to be more significant than the decline in the 
banking ratio (B) or the rise in the currency note ratio 
(D), which seem to offer conflicting evidence. 
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Table 12. — Various British Reserve Ratios, Weekly from November i, 1918 





Bank os England 


Currency 

note 

reserve 




Date 


Note 
reserve 


Banking 

department 

reserve 


Combined 

departments 

reserve 


Combined 
central 
reserve 




(A) 


(B) 


(C) 


(D) 


(E) 




% 


% 


% 


% 


% 


1918 Nov. 6 


113 


17 


32.5 


9.8 


19.8 


" 20 


114 


l6 


31.6 


9-7 


19-5 


« 27 


114 


16 


31.6 


9-7 


19.4 


Dec. 4 


112 


is 


30.7 


9-5 


19.1 


" 11 


114 


16 


314 


9-3 


19.2 


" 18 


"3 


16 


32.5 


9.0 


19.2 


" 25 


112 


16 


32.6 


8.9 


19.0 


1919 Jan. 1 


113 


12 


25-7 


8.9 


17.1 


" 8 


114 


17 


33-8 


9.1 


19.6 


" is 


1333 


19 


37-7 


9.0 


20.8 


" 22 


116 


19 


36.0 


9.2 


20.4 


" 29 


116 


20 


37-i 


9.2 


20.8 


Feb. s 


116 


2O5 


37-7 


9.2 


20.9 


" 12 


117 


20 


37-4 


9.2 


20.8 


" 19 


118 


20j 


37-4 


9.1 


20.7 


" 26 


114 


2o£ 


37-9 


9.0 


20.7 


Mar. 5 


114 


i8i 


36.0 


9.0 


20.2 


" 12 


"5 


195 


37-2 


8.9 


20.5 


« 19 


1155 


20 


37-7 


8.8 


20.5 


" 26 


114 


19! 


38.1 


8-7 


20.5 


April 2 


"3 


18 


36.7 


8.6 


20.1 


" 9 


113I 


192 


38.4 


8.S 


20.4 


" 16 


112 


19 


38.7 


8-3 


20.1 


" 23 


111J 


I9i 


39-° 


8.2 


20.0 


" 30 


in 


18 


38.3 


8.2 


19.9 


May 7 


112 


20 


39-8 


8-3 


20.3 


" 14 


inf 


2o£ 


40.6 


8.2 


20.5 


" 21 


mf 


20 


40.1 


8-3 


20.5 


" 28 


111J 


i9i 


39-2 


8-3 


20.3 


June 4 


mi 


i8i 


38.3 


8-3 


20.1 


" 11 


mi 


i8| 


38.0 


8.2 


20.1 


" 18 


113 


I9l 


39-5 


8-3 


20.5 


" 25 


112 


i7i 


37-2 


8.3 


20.1 


July 2 


nof 


14 


32.6 


8-3 


19.0 


" 9 


in? 


12 


28.6 


8-3 


17.9 


" 16 


112J 


2oJ 


41.0 


8-3 


21.0 


" 23 


112 


i9f 


40.0 


8-3 


20.8 


" 30 


inf 


20J 


41.4 


8.4 


21.0 


Aug. 6 


no| 


2lf 


43-5 


8-3 


21.5 


" 13 


noj 


24i 


46.1 


8.4 


22.0 


" 20 


III 


22J 


44-5 


8.6 


21.9 


« 27 


noi 


22j 


44.6 


8.7 


22.0 


Sept. 3 


1091 


20j 


42.5 


8.7 


21.7 


" 10 


io8| 


22j 


45-6 


8.7 


22.2 


« 17 


109 


23 


45-8 


8.7 


22.3 
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Currency 

note 
reserve 




Date 


Note 
reserve 


Banking 

department 

reserve 


Combined 

departments 

reserve 


Combined 
central 
reserve 






(A) 


(B) 


(C) 


(D) 


(E) 






% 


% 


% 


% ■ 


% 


1919 Sept. 


24 


108 


2l| 


44.4 


8.8 


22.0 


Oct. 


1 


1041 


I4i 


36.5 


8.9 


20.3 


a 


8 


I04J 


i5i 


38.7 


8.9 


20.6 


tt 


IS 


105! 


i8i 


42.8 


8.9 


21-5 


a 


22 


105* 


i3l 


35-i 


8. 9 


19.9 


a 


29 


I04J 


16 


39-4 


8.9 


20.9 


Nov. 


5 


I02J 


154 


40.9 


9.1 


21. 1 


it 


12 


I02§ 


i6| 


41.7 


9.0 


21.2 
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19 
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17* 


43-i 


9.1 


21-5 


tt 


26 
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42.5 


9.1 


21.4 


Dec. 


3 


I04I 
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9.1 


20.3 
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9.2 


20.5 


u 


17 
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I3l 


38.6 


9.2 


20.6 


a 
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Hi 
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20.0 


tt 


3i 
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9i 


3i-4 


9.1 


18.6 


1920 Jan. 


7 


101 


I2i 


36.6 


9-3 


20.2 


it 


14 


106J 


i6f 


40.2 


9.8 


21.5 


a 


21 


I09J 


16I 


38.7 


9.8 


21.7 


it 


28 


"3* 


195 


41.0 


9.8 


22.5 


Feb. 


4 


"5i 


22^ 


44-3 


9.9 


23.6 


a 


11 


117I 


22| 


43-5 


9.9 


23-7 


tt 


18 


no 


i7i 


38.2 


9.9 


22.6 


tt 


25 


1 i4i 


17 


38.S 


10.0 


22.9 


Mar. 


3 


112I 


195 


43-9 


10.0 


24.4 


it 


10 


112! 


2lJ 


46.6 


10. 1 


25.2 


11 


17 


n6| 


235 


46.8 


10. 1 


25-S 


tt 


24 


H4i 


215 


45-8 


10.2 


25.1 


it 


3i 


106J 


i8i 


46.3 


10.2 


24-5 


April 


7 


10S 


is 


42.2 


10.3 


23-5 


a 


14 


ic6 


i7i 


45-3 


10.3 


24.2 


it 


21 


107 


i7i 


44.9 


10.3 


24-3 


a 


28 


104! 


i6J 


45-3 


10.4 


24.4 


May 


5 


IOIj 


14J 


45-3 


10.4 


24.2 


a 


12 


101 


i6i 


48.5 


10.4 


24.7 


a 


19 


IOlf 


i6i 


48.4 


10.4 


24.7 


a 


26 


ioof 


i6i 


49.1 


10.4 


24.8 


June 


2 


ioof 


12I 


43-6 


10.6 


23.6 


tt 


9 


ioo| 


i3i 


43-i 


10.9 


23.6 


a 


16 


ioof 


i4i 


43-9 


II.O 


23-9 


it 


23 


1 00 J 


i5l 


46.8 


II.O 


24-5 


tt 


3° 


9»i 


84 


37-8 


11.7 


22.3 


July 


7 


981 


I2i 


46.9 


12.4 


24.9 


it 


14 


98£ 


12J 


47.0 


12.9 


25.0 


tt 


21 


99 


I2| 


47-3 


13.0 


25.2 


tt 


28 


981 


121 


47.6 


13.0 


25.2 



To conclude: In recent months the German ratio has 
fallen rapidly and fairly steadily. The French and 
American ratios have been appreciably lower than in 
the preceding half years, but have been fairly station- 
ary in recent months. Comparable British ratios im- 
proved materially early in the year, and since then 
have about held their ground. Although not far above 
its legal minimum, the federal reserve ratio is essen- 
tially far stronger than the others, which are much 
below pre-war minima. The German ratio is almost 



infinitesimal. Only the British ratio has improved in 
recent months, and this because of exceptional measures. 

(2) Federal Reserve Banks 

The federal reserve bank chart of weekly data brings 
out in clear perspective the great increase in bills dis- 
counted, despite the high rates; these are 600 millions, 
over 30 per cent, higher than a year before. Total earn- 
ing assets have increased even more, and are 35 per 
cent higher than in corresponding months of 1919. 
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Note circulation is higher by half a billion, and main- 
tains a moderately upward course. Net deposits, on 
the other hand, are not materially different from the 
"figures of the preceding year, probably indicating that 
accessions to the system have been about neutralized 
by a decline in balances maintained by the member 
banks. Cash reserves continued to fall from October 24 
to February 20. From that minimum, 2,035 millions, 
they have tended upward and have recovered a net 
total of 93 millions to July 30. 

The continued expansion of bills and notes makes 
clear that the increase in rates has acted merely as a 
brake slowing up an expansion which bade fair, at the 
old rate levels, to be tremendous. Moreover, it would 
seem that in so far as the new rates have checked specu- 
lation and reduced speculative loans, commercial loans 
have expanded by an even larger amount. Surely, 
there is no sign of rapid deflation, if indeed, there is 
deflation at all. 

The improvement in the United States treasury 
position has been regarded as a condition precedent 
to the establishment of the policies which have oper- 
ated to check credit expansion. While the treasury 
required additional short time accommodation, it was 
felt necessary to maintain the low rates established 
during the war on rediscounts secured by war paper 
and treasury certificates. These low rates stimulated 
credit expansion. But the highest point, both for the 
total debt and for the floating debt, was reached on 
August 31, 1919. Since then, as shown by Table 13, 
the trend of both has been downward. From the peak 
last August to the end of June 1920, the total debt, 
deducting the net treasury balance, had been reduced 
by 1537 millions, most of it a reduction in the floating 
debt. A continuance of the reduction is forecast for the 
present fiscal year. 



Table 13. ■ — Indebtedness of the Untted States 
Government at Selected Dates, 1919-20 * 

Figures in millions of dollars 



Date 



June 30, 1919 

August 31, 1919. . . . 
September 30, 1919 
December 31,1919. . 
March 31, 1920. . . . 
June 30, 1920 

Net change to June 

30, 1920 from: 
June 30, 1919 

Au g- 3 1 , i9!9 



Treasury Certificates 



Loan 
and tax 



3,268 

3,938 
3,462 
3,262 
2,278 
2,486 



■ 782 
•i,4S2 



Pittman 
act and 
special 



361 
263 

275 
316 

389 
283 



-78 
+ 20 



Total 



3,629 
4,201 

3,737 
3,578 
2,667 
2,769 



- 860 
-i,432 



Total 
gross debt 



25,485 
26,597 
26,195 
25,837 
24,699 
24,299 



-I,l86 
— 2,298 



Net debt t 



24,233 
25,479 
2 5, 00 3 
24,850 
24,447 
23,942 



— 291 

-i,537 



* Based upon publicity statements issued by the Secretary of the Trea- 
sury: Chronicle, July 10, 1920, p. 140. Figures published occasionally by 
the Chronicle on the basis of daily treasury statements agree substantially 
but not exactly. Preliminary figures for July 31 are as follows, in order as 
above: 2434, 279, 2713, 24223, 24018: Chronicle, August 7, 1920, p. 563. 

t Balance over treasury net money balance, but with no other deductions. 



In consequence of this improvement, the first in- 
creases in the discount rates were made, and followed 
gradually by others. 1 By February 1920, the Federal 
Reserve Bulletin could state (p. 113): 2 

" The Treasury and its requirements (barring unex- 
pected necessities), may thus be considered to have 
ceased to be the most dominant factor in the financial 
situation, and consequently, the Federal Reserve sys- 
tem is able to give primary attention to the industrial 
and commercial requirements of the country." 

1 Cf. Federal. Reserve Bulletin, December 1919, p. 108. 

2 Cf. also ibid., March 1920, p. 213. 
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(3) Great Britain 

The British chart shows some currency expansion in 
1920, especially since the end of March, despite the 
advance in discount rates. Deposits have averaged 
only slightly more than in the corresponding period of 
1 91 9, and have been appreciably below the high figures 
prevailing last December, January, and February. The 
bank note circulation has risen by a third in the six 
months, and in July, for the first time, it has been for 



or decree was required to bring it about. Published 
information does not permit tracing the course of the 
transfer. There is reason to believe, however, that 
practically the whole amount, estimated at £35,000,000, 
has been shifted. In the first two months of 1920, the 
bank's gold holdings rose £27,000,000. In later weeks 
exports were so much greater than the net loss of gold 
to the bank as to indicate that further accessions from 
other banks were responsible for the difference. The 
increase in note issue accompanying the increase in the 
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an entire month in excess of the specie reserve. The 
currency note issues, which fell in February to the low- 
est figure since March 1919, have risen steadily since 
the end of March, and in July passed the previous 
maximum reached December 31. 

The most significant feature shown, however, is the 
great increase in gold holdings, particularly in the ten 
weeks ending March 17. During July, after some de- 
clines in the interim, even this figure has been exceeded. 
It is in consequence of this increase that the reserve 
ratios, for the Bank of England and the entire British 
central reserves, have improved rather than declined 
during the half year, despite the recent expansion in 
bank notes and currency notes. (Cf. Table 12, p. 224.) 

The swelling gold reserves are due to a quiet shift to 
the Bank of England of the bulk of the gold reserves 
hitherto held by outside institutions, chiefly by the 
great joint stock banks. This move was recommended 
in the interim report (November, 191 8) of the Cunliffe 
Committee on Currency and Foreign Exchanges after 
the War. While criticized as a permanent policy, con- 
siderable support was won for it as an emergency mea- 
sure for the period of transition to an effective gold 
standard. A powerful opponent was removed by the 
death, in July 1919, of Sir Edward Holden, of the Lon- 
don Joint City and Midland Bank, who had strongly 
advocated large gold holdings by the joint stock banks. 
The Treasury evidently endorsed the move, but no law 



gold holdings points to the conclusion that the joint 
stock banks simply exchanged gold for notes. It is im- 
portant to add that the increase in note and deposit 
liabilities of the bank, in the past year, has been no 
greater than the net increase in the gold reserves. 

The significance of the shift may be exaggerated. 
Doubtless, there is some real accession of strength be- 
cause of the mobilization of the entire gold reserves 
under a single control. Yet the gain is less in the 
English banking system, with a few great banks, than 
the corresponding mobilization in America, where our 
national banks were so widely dispersed. The psycho- 
logical effect of centralization, so long as the reserve is 
kept large, is not unimportant: all the world knows 
the weekly situation of the Bank of England, whereas 
one could only guess at the specie reserves of the joint 
stock banks; but those chiefly concerned, the British 
themselves, were best able to make suitable estimates 
and allowances. Certainly it is important to realize, 
as one notes the higher reserves and reserve ratios, that 
today these holdings constitute almost the entire gold 
stock of the British Isles, without any important hidden 
supplements in circulation or in other banks. 

In this respect England has merely carried further 
the war-time tendencies. Today gold is nowhere in 
active monetary circulation to any important extent, 
and the great bulk of the world's monetary stock is in 
government or central bank reserves. Prevailing 
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public policies oppose the return to former customs. 
The change, therefore, seems likely to be fairly per- 
manent. 

The consequences of this world-wide change are large. 
We shall see an earlier restoration of the gold standard 
than would otherwise be possible; but we may feel 
assured that it will maintain a post-war "normal" price 
level much above the pre-war level. Not only will 
there be much larger stocks in central reserves, but 
lower reserve ratios will be possible while still adhering 
to the gold standard. 1 Hence a vastly larger amount 
of convertible paper and deposit currency will be sup- 
ported on the same gold basis. 

Another important recommendation of the Currency 
Committee was accepted by the Government late in 
1919, and is being carried into effect. The "fiduciary 
issue" of currency notes, that is, the amount outstand- 
ing less reserves held against them, is to be limited in 
1920 to £320,600,000, the maximum reached April 23, 



for reasons of space, but the situation is perhaps suffi- 
ciently revealed by the British chart, showing the total 
issue, Table 12 showing the reserve ratio (D), and the 
following chart showing the fiduciary issue weekly 
from November 1918, as compared with the maximum 
limit fixed for 1920. 

The reserve consisted simply of £28,500,000 in gold 
up to August 6, 1919. Since then this has been supple- 
mented from time to time by Bank of England notes, 
which on July 28 amounted to £18,500,000. 

Owing to a stationary reserve, and to the expansion 
of the note issue after the armistice as a result of trea- 
sury requirements, the currency note ratio fell from 
nearly 10 per cent in November 1918, to slightly over 
8 per cent on April 23, 1919. It remained at about 
this point until in August additions began to be made to 
the reserve. When the new policy was formally ac- 
cepted, last December, the ratio had risen to over 9 
per cent. Since then the fulfilment of the pledge has 
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1919; and the reserve behind them is to be gradually 
increased. 2 The object is to reach the point where this 
huge inconvertible issue will become convertible, by 
much the same process successfully used in transform- 
ing similarly our Civil War "greenbacks." 
A table showing the execution of this policy is omitted 

1 The Geneva correspondent of the Economist wrote on January 2, 1920 
(issue of January 10, pp. 63-64) of an official project to reduce the legal 
minimum metallic cover of notes of the Swiss National Bank, from 40 per 
cent to 33§ per cent. 

2 Federal Reserve Bulletin, February 1920, pp. 141-144. In December, 
after the new policy was announced, the fiduciary issue reached £325,600,000. 



necessitated so considerable increases in the reserve 
that the ratio has reached 13 per cent. 

The "fiduciary issue" chart shows that the limita- 
tion has been a real factor. The usual decline early in 
the year was experienced, but there is no question that 
during the spring and summer the fiduciary issue would 
have expanded further had not the pledge required 
virtually placing a pound in the reserve for every new 
currency note issued. 

This policy, moreover, is intimately linked with the 
problem of government finance and money rates. In- 
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creases in treasury indebtedness, and expansion of 
credit and prices, involve increased currency note 
issues. Conversely, improvement of the treasury po- 
sition, and contraction of credit and prices, permit 
contraction of the issues and ready increases in the 
reserves. A tendency to expansion, when the fiduciary 
issue is near the established limit, necessitates obtain- 
ing bank notes from the Bank of England, thereby re- 
ducing its reserve and making for higher official rates. 
It is fairly clear that this process was a factor in leading 
to the latest raise, and it is probable that recently it 
would have led to a further raise except for fear of a 
dangerous psychological reaction at a critical juncture. 
The odds are that, unless the "cheap money" advo- 
cates win a victory now unexpected, high rates are 
likely to persist until the currency notes reserve and 
the Bank of England reserve have increased consider- 
ably beyond the present point. 



In Great Britain, as in America, the improvement in 
the treasury position has been vital to the adoption of 
anti-inflation policies. Because the time was not ripe, 
the elaborate interim report of the Cunliffe Com- 
mittee on Currency and the Foreign Exchanges after 
the War, published in November 1918, was almost 
wholly disregarded. Its brief final report, rendered a 
year later, was promptly acted upon by the British 
Government, the Chancellor of the Exchequer stating 
that he expected the peak of indebtedness to be reached 
in a few weeks. 1 As shown by Table 14, this proved to 
be the case. The total debt reached its maximum near 
the end of 1919. Since early in 1920, both this and the 
floating debt have declined fairly steadily, the former 
by over £280,000,000, about 3J per cent, the latter by 
some £90,000,000, nearly 7 per cent. The budget for 

1 See report and details of action taken, in Federal Reserve Bulletin, 
February 1920, pp. 141-144. 
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June 30. . 


. 1060 


July 27. . 
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Table 14. — National Debt of Great Britain * 

Monthly from January 1918 to June 1919; weekly from July 1919 to June 1920 

Figures in millions of £'s 

Temporary Total Total Treasury 

advances floating debt debt Date bills 

223 1308 5619 1919 November 1. . . 1070 

228 1279 5704 " 8. . . 1083 

192 1 165 5890 " 15. • • 1092 

262 1215 6048 " 22... 1092 

296 1288 6218 " 29... 1089 

3 I 5 1375 6434 December 6... 1101 

309 1373 6593 « I3 III2 

332 1396 6764 « 2Q II22 

335 1443 6897 « 3I lloy 

342 1464 7035 

374 1488 7214 IQ2 o January 10 1145 

455 i55o 74i8 « 17 1131 

" 24 1120 

385 1465 7453 " 31 mo 

404 1383 7497 

456 1413 7572 Feb ^ Uar y 7 --"- "° 7 
476 1463 7579 « I4 --'- " OI 
459 1496 766 4 «• ■ • • "° 2 
776 1573 7753 28 ---- ID7 ° 

March 6 1057 

857 1569 775i " 13 1059 

932 1561 7745 " 20 1049 

726 1396 7746 « 3I H07 

559 1274 7738 

April 10 1043 

434 "84 7758 " 17 1054 

413 1185 7758 " 24 1051 

2.93 1191 7771 

%■* o a May 1 1048 

384 ii8 S 7765 / J 

2,90 1208 7788 

° y " "15 1064 

370 1227 7805 " 22 1063 

351 1228 7806 " 29 1062 

3Si 1223 7806 j une 5 io7i 

396 1248 7827 « I2 I077 

425 1279 7845 I "I I078 

376 1307 7858 u 26 io7 ° 

320 1299 7852 3° io 5° 

245 I2 89 7834 July 31 1058 

* Compiled from the London Economist summaries from Treasury statements. 
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7976 


219 
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7949 
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the current fiscal year, ending March 31, 192 1, calls for 
a reduction in the debt by £234,000,000; x the actual 
reduction, of course, may be much greater or much less. 
High taxation has been continued, the excess profits 
tax being raised from 40 per cent to 60 per cent. 2 Rates 
on treasury bills have been increased materially. 3 A 
5-year 5f per cent Exchequer Bond issue was success- 
fully floated in February to take care of issues matur- 
ing this year. 4 A fourth issue of 5-15 year Treasury 
bonds has been on offer since May 3, with rates to vary 
with rates on treasury bills, proceeds to be used to 
reduce the floating debt. 5 This highly ingenious device 
has thus far been unsuccessful, partly, no doubt, be- 
cause of the state of foreign affairs; and fresh measures 
are likely to be required to carry out the announced 
policies. 6 

On the whole, the British are succeeding moderately 
in checking credit and currency expansion, and in re- 
ducing the public debt, and are in a position to take 
advantage of favorable opportunities for moderate 
contraction; but the situation continues critical. 

(4) France 

The chart for the Bank of France shows no marked 
changes during the half year. The reserve is slightly 
lower, owing to decreased silver holdings. The Ad- 



inability to finance them either by taxation or by loans 
subscribed by the public. In his recent annual report 
early in the present year, the Governor of the Bank 
reported the pressure under which it had been forced 
to grant additional advances to the Government, ex- 
tending the maximum February 13, 1919, from 21 to 
24 billion francs, and on April 24, 1919, from 24 to 
27 billions. The first increase was "to permit the re- 
tirement of local bank notes of small denominations 
issued in the north during German occupation, and 
the change of the monetary system of Alsace and Lor- 
raine." The second increase, frankly necessitated by 
current government requirements, was granted on the 
express understanding that the government would "set 
aside from the proceeds of the next loan a sum sufficient 
to cancel the advances. " 7 In April, however, when the 
new loan had failed to meet the hopes of the govern- 
ment, this pledge was disregarded, and a new agree- 
ment was translated into law whereby the government 
agrees to repay the advances of the Bank of France 
from January 1, 1921, at the rate of at least 2 billion 
francs per annum. 8 This is no small modification. 
Moreover, it is difficult to see how still further increases 
in these advances can be avoided during the present 
year. A new loan, expected to be taken largely abroad, 
is now authorized to provide for immediate advances for 
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vances to the State for the War have fluctuated around 
26 billion francs, averaging perhaps a billion less than 
the maximum fixed by law. The bank note issue, 
fluctuating with the advances to the State, has re- 
mained unusually steady at a figure not far above the 
figures reached late in 1919. Although there has been 
no sign of contraction, the expansion has been slight. 

The situation as a whole, however, not is quite so 
bright as these facts suggest. It is abundantly clear 
that the expansion of the note issue of the Bank of 
France, since November 1918, as during the war, has 
been due purely to government requirements, and the 



pensions, reparation, and reconstruction which Ger- 
many is expected eventually to pay, estimated at 20! 
billion francs. Drastic increases in taxation are agreed 

1 Economist, April 24, 1920, p. 856; Chronicle, May 8, 1920, p. 1916. 

2 Chronicle, May 8, p. 1916; July 17, pp. 242-243. 

3 See above, p. 219. 

4 Bankers' Magazine, February 1920, pp. 274-267; April 1920, pp. 525, 
550. 6 Economist, May 1, p. 899. 6 Economist, Aug. 7, 1920, p. 217. 

7 Temps and Information, April 21, 1920, cited in Economic Review (Re- 
view of the Foreign Press) May 12, 1920, p. 17. The loan yielded 15,730 
million francs, of which 6,800 millions constituted new subscriptions. 
Chronicle, April 3, p. 1347, April 24, p. 1696. 

8 Partial translation in the Federal Reserve Bulletin, April 1920, pp. 372- 
374. Reference was made to the preceding report in the'SrjppLEMENT to 
the Review of Economic Statistics, September 1919, p. 19. 
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upon, expected to yield over 8 billion francs. Even with 
these it is doubtful if the revenues from taxes, fiscal 
monopolies, and realization of war assets will yield 
enough to cover the ordinary budget of 20,770 million 
francs, together with an extraordinary budget of 5425 
millions. 1 A revision of the maximum note issue of the 
Bank of France, raising it from 40 to 43 billions as com- 
pared with the present circulation of 38 billions, is 
ominous. 2 Indeed, it will be surprising if fresh inflation 
can be avoided in the coming months. 

(5) Italy 

It is exceedingly difficult to arrive at a clear and dis- 
passionate view of the Italian situation. Italian repre- 
sentations are enthusiastic, but comprehensive facts 
are not disclosed. Even the Supreme Economic Coun- 
cil has been unable to get monthly figures, since October 
31, 1919, of bank note and state note circulation and 
reserves of the three banks of issue. 3 The London 
Economist could publish no items for the Bank of Italy 
between October 31, 1919, and March 10, 1920. The 
Giornale degli Economisti has ceased its monthly sum- 
maries, and its pages contain only scattering state- 
ments of the banks of issue for dates after October 31, 
1919. Even the able Italian Commissioner General in 
the United States for Finance and Economic Affairs 
was, on April 30, apparently so much in ignorance of 
the facts that he made this startling statement: "as a 
consequence of the internal loan, paper circulation has 
automatically been reduced to 12.5 billion lire (31 
March, 1920)" from "almost eighteen billion lire" 
three months before. 4 

The conclusions here stated are, therefore, put for- 
ward tentatively, after a careful study of the scanty 
data available, in the hope that fuller information will 
permit the correction of any mistaken inferences. For- 
tunately, statements for the Bank of Italy are again 
becoming accessible, albeit still after considerable delay. 5 

Table 15 summarizes a table quoted by the London 
Economist* from a work by the General Manager of 
the Bank of Italy, 7 supplemented by figures from offi- 
cial sources for December 31, 1913, December 31, 1914, 
and for dates subsequent to March 20, 1920, by scatter- 
ing data from the usual unofficial sources. The figures 
for March 31 are derived from two given figures, on the 
assumption that the state note issue remains unchanged. 
The figures for April 30 involve an estimate for the 
Bank of Naples, that for May 31 an estimate for the 
Bank of Sicily. 

1 Chronicle, August 7, p. 542; Federal Reserve Bulletin, May 1920, p. 440; 
Economic Renew (Review of the Foreign Press), June 9, p. 112; June 16, 
p. 140; July 9, p. 201. 

2 Chronicle, August 7, p. 541. 

3 See the blanks in Tables XX and XXI of their Monthly Bulletin of 
Statistics. 

4 Proceedings of the Academy of Political Science, June 1920, p. in. 

6 The Economist for July 17 gives items from statements of April 30, 
May 10, and May 31, 1920. The same issue has data for June 30 and early 
July for almost all European central banks. 

6 May 29, 1920, p. 1203. 

7 "Notes on the Position of Circulation and the Money Market during 
and after the war" (second edition), by Signor Bonaldo Stringher. 
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a. Banks of Italy, Naples, and Sicily. Issues to the trade were to some 
extent for war purposes closely related to government requirements. Issues 
to the treasury were made, virtually on demand, at a nominal rate of tt to 
I of one per cent. 

b. Small notes replacing silver coin driven out of circulation by apprecia- 
tion of silver in terms of paper. Early in 1920 a reserve of 175 million lire 
in silver coin was kept against them. 

c. Economist, May 1, 1920, p. 909. 

d. Derived from given figures and one estimate. e. Estimated. 
/. Including estimates for Banks of Naples, Sicily, or both. 

This table is illuminating for the backward look 
which it affords, supplementing the statements in these 
columns last January. During the war, bank note 
issues on commercial account doubled. By the end of 
1 91 5, note issues on advances to the Treasury exceeded 
those resulting from trade discounts; at the close of 
the war they were nearly 160 per cent of the enlarged 
trade issue. Meanwhile the issue of 5- and 10-lire state 
notes quadrupled, and over 200 million lire in small 
notes to replace subsidiary silver were outstanding. 
The total issue at the end of 1918 was 14 billion fire, 
more than five times that five years earlier. 

During 1919 the State note issue was not greatly in- 
creased, but treasury drafts on the banks, the Allied 
resources no longer being available, caused a swelling 
of the note issue on this score by 50 per cent. Private 
trade on the ensuing high price level caused a 20 per 
cent expansion of note issues resulting from trade dis- 
counts. At the close of 1919 the total issues were 18.8 
billion lire, seven times as great as six years earlier. 
Except for the issue of State currency, the experience 
was quite parallel to that of France, though the post- 
war drafts of the Italian Treasury were relatively 
greater. 

For 1920, up to May 31, the evidence cited points to 
these conclusions. Direct note issues of the state, 
against which there was a gold reserve of about 7 per 
cent September 30, 1919, have been limited to the 
amount outstanding at the end of 1919. Early in the 
year the Treasury repaid some of the advances from the 
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banks of issue, but during April and May these again 
increased. Advances to the trade increased in the early 
months of the year. Consequently, despite the national 
loan and increases in discount rates in April and May, 
the total notes outstanding on April 30 exceeded the 
high figure for December 31; and on May 31 the issue 
was swollen still further. The rate of increase during 
1920 has indeed been much smaller than in correspond- 
ing months of 1919, but the check to inflation is yet 
incomplete. 

Meanwhile the reserve of the Bank of Italy, at least, 
appears to have somewhat declined, if we may accept 
the testimony of figures for "total cash" which alone 
are available in recent months. 

The difficulties, of course, are that public expendi- 
tures still exceed revenues, despite strenuous endeavors 
to reduce the one and add to the other. A year ago 
the Minister of Finance put the total debt at 78 billion 
lire, 20 billion in treasury bonds. Recently it was 
stated as 95 billion lire. 1 A part of this increase is due 
to the floating of the sixth national loan at 87I instead 
of par, but the growth reflects a deficit far exceeding 
the modest estimate of 2f billions made a year ago or 
even the revised estimate of 10 billions made in Decem- 

1 Bankers' Magazine, August 1919, p. 215; Economic Review (Review of 
the Foreign Press), July 9, 1920, p. 210; Federal Reserve Bulletin, May 1920, 
pp. 489-490. 

2 Bankers' Magazine, January 1920, p. 113; Economist, May 29, p. 1204; 
Chronicle, April 3, p. 1364; June 5, p. 2341. 

3 Chronicle, April 3, p. 1364. 

4 Economist, July 10, p. 53, estimated at 1 billion lire; Chronicle, July 
17, p. 249; Federal Reserve Bulletin, May 1920, p. 249. 



ber. 1 Great enthusiasm was voiced over the magnifi- 
cent success of the new loan, which yielded a nominal 
21 billion lire, — about 7 billion in cash, the balance in 
short dated government securities. 2 As a funding mea- 
sure, and as furnishing funds for current requirements, 
it was undoubtedly important. Nevertheless, it was 
inadequate to fund the floating debt and afforded little 
if any cash surplus to fulfil one of its stated purposes, 
the reduction of the advances made by the banks to the 
treasury. A fresh loan, for reconstruction purposes, is 
to be floated. 3 The Giolitti ministry is pushing further 
the radical readjustments in taxation begun by its 
predecessors; taxes are reported to be exceeding ex- 
pectations; yet there is prospect of another deficit for 
the current fiscal year. 4 If this materializes, we may 
look for further inflation rather than deflation. None 
the less, it is clear that the situation is far better in 
hand than it was a year ago. 

(6) Germany 

The Reichsbank chart is especially impressive, owing 
chiefly to almost stationary metallic reserves and rapidly 
expanding note issues and deposits. During the first 
six months of 191 9, the note circulation increased as 
much as in the preceding fourteen months, and was 
three times as large as when the armistice was signed. 
At the end of July, 1920, this circulation, nearly 56 
billion marks, was 23 times the pre-war figure. In the 
past year the issue has doubled. Together with out- 
standing issues of treasury notes and war loan bank 
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notes, 1 the circulation is probably 30 times that of 
1914. This in spite of decreased territory, population, 
and trade. In recent months deposits have been grow- 
ing at a similar rate, and the legal reserve requirements 
have been nominally complied with by increasing the 
holdings of Reichs- and Darlehns-kassenscheine. 

The German inflation is due, of course, to, the same 
causes which have been in operation elsewhere in 
Europe. The German Treasury, unable to raise, by 
taxation and long time loans, funds at all adequate to 
its requirements, has expanded its floating debt to un- 
precedented volume, virtually cashing treasury bills at 
the Reichsbank. The government printing office has 
been unable to provide the vast amounts of new notes, 
and private printing plants have been called in aid, 
with resultant danger of counterfeiting. The predomi- 
nant function of the Reichsbank has become that of a 
government office accepting treasury bills and issuing 
paper money. 2 The new finance minister, Herr Wirth, 
recognizes the situation as it is, and proposes measures 
to meet it. 3 It remains to be seen whether he can 
grapple effectually with the difficulties in his way, for 
the total commonwealth debt amounts to about 265 
billion marks, and more current taxes are required this 
year, than were raised in the six years 1914-19. 

In short, Germany has been continuing at an accel- 
erated pace toward the currency debacle which has 
overtaken her eastern neighbors. Possibly the bear 
speculators in German exchange carried matters too 
far early in 1920. But the recovery in German ex- 
change in recent months is in the face of increasing 
domestic inflation, which ordinarily operates to lower 
exchange. No price index figures are available for 
Germany, but all reliable news emphasizes the com- 
plete disorganization of price relations, and exceedingly 
fluctuating prices. It is too much to say that improve- 
ment is in sight. 

(7) Japan 

Reserves of the Bank of Japan (see Appendix, p. 237, 
for monthly data) reached their maximum early in 
January, 953 million yen, as compared with 717 million 
a year before. The decline characteristic of recent 
months has been so moderate that the minimum of 
920 million reached on April 24 is above the maximum 
reached in any previous year; figures early in June 
show a recovery to nearly the maximum. Note circu- 
lation increased rapidly and continuously from July 
1919 to the end of January 1920. During this year it 
has been from 40 to 50 per cent larger than last year. 
The increase appears to be due chiefly to much heavier 
discounts (as distinguished from advances). During 

1 The Federal Reserve Bulletin, May 1920, p. 486, reported these, for 
the end of recent months, in millions of marks, as follows: November, 
12,935; December, 13,902; January, 13,059; February, 12,842; March, 
i3,73i- 

2 See the report of the Reichsbank for 1919 in Federal Reserve Bulletin, 
June 1920, pp. 601-603. 

3 See his budget speech on July 2, in Economic Review (Review of the 
Foreign Press), July 7, 1920, pp. 209-210. 

4 Compiled from the Japan Chronicle, Commercial Supplement. 



1919 these averaged well under ioo million yen, and at 
their maximum (Nov. i) did not reach 200 millions. In 

1920 their minimum has been 125 million yen (Jan. 17), 
their maximum 527 million (May 1); and since April 1 
they have been well over 300 millions. Government 
deposits and private deposits have also ranged con- 
siderably higher than in 191 9. The sum of notes and 
deposits has, therefore, continued to rise. The ratio 
of reserves to notes and deposits has been slightly 
higher than in the corresponding period of 1919, around 
34 to 36 per cent. 

During the past few months the data reveal no clear 
trend and show very moderate fluctuations in view of 
the crisis through which the country has been passing. 
It is important to remember that the government with 
its huge deposits is the dominant force behind the bank, 
and, moreover, that the government holds title to a 
gold reserve about as large as that of the bank. A 
large part of the aggregate reserve is held abroad, in 
England and America. The following table, as reported 
twice a month by the Minister of Finance, shows the 
status of these reserves in recent months. 4 



Table 16. — Japan Specie Reserves, 1919-20 * 
Figures in million yen 





Japanese 


Bank of 




Held in 


Held 


Date 


Government 


Japan 


Total 


Japan 


abroad 


1919 June 15 


958 


730 


1688 


444 


1244 


June 30 


955 


731 


1686 


443 


1243 


July is 


95i 


736 


1687 


447 


1240 


July 31 


949 


752 


1701 


463 


1238 


Aug. 15 


976 


775 


I7SI 


485 


1266 


Aug. 31 


1027 


778 


1805 


488 


1317 


Sept. 15 


1027 


782 


1809 


491 


1318 


Sept. 30 


io53 


818 


I87I 


526 


1345 


Oct. 15 


1061 


827 


1888 


534 


1354 


Oct. 31 


106 1 


838 


1899 


445 


1354 


Nov. 15 


i°53 


845 


1898 


552 


1346 


Nov. 29 


1047 


909 


1956 


616 


I340 


Dec. 15 


1051 


945 


1996 


651 


1345 


Dec. 27 


1051 


1006 


2057 


702 


1355 


1920 Jan. 15 


1044 


993 


2037 


700 


1337 


Jan. 31 


1027 


987 


20I4 


694 


1320 


Feb. 14 


1017 


984 


2001 


693 


1308 


Feb. 28 


95i 


972 


I923 


691 


1232 


Mar. is 


945 


969 


1914 


687 


1227 


Mar. 31 


9i5 


956 


I87I 


684 


1187 


Apr. is 


9i5 


949 


1864 


681 


1 183 


April 30 


910 


95° 


i860 


680 


1180 


May 15 


911 


949 


i860 


679 


1181 


May 31 


908 


963 


I87I 


693 


1178 


June is 


910 


1003 


1913 


732 


1181 


June 30 


898 


1014 


1912 


749 


1163 



* As reported twice a month by the Minister of Finance. These Bank 
of Japan figures differ slightly from the figures reported by the bank itself. 
It would appear that the holdings abroad, which are largely in England and 
the United States, are not deposit credits but earmarked fiinds. But "the 
term 'gold' is sometimes made to include sundry securities, more or less 
gilt-edged." Cf. T. H. Sanders, "Japan's Financial Opportunities," in 
Economic Journal, June 1916, p. 195. 
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A brief word must be said of the unprecedented finan- 
cial crisis which Japan has recently experienced. 1 The 
expansion of business, currency, and credit character- 
istic of 191 7-18, continued at accelerated pace in 1919. 
Commodities and securities advanced greatly to a cul- 
minating point early in 1920. The mania for new 
enterprises and expansions of old enterprises was wide- 
spread. Banking institutions especially increased 
greatly in numbers and capital. Foreseeing an explo- 
sion, the Bank of Japan raised its discount rates in 
October and November 1919, from 6| to 8 per cent, 
and urged the private banks to adopt conservative 
lending policies. Prices had risen so much above those 
elsewhere that heavy imports were attracted and the 
trade balance became unfavorable. 

Heavy selling in January was followed by so sharp 
a decline in security prices on March 15 that the Tokyo 
Stock Exchange closed for two days. It reopened with 
banks more cautious. On April 5 the Masuda Bill- 
brokers' Bank closed. The ensuing slump led to the 
closing of the Tokyo, Osaka, and Nagoya exchanges 
April 7. Reopened on April 13 after assurances of the 
support of the Bank of Japan in making settlements, 
the exchanges were soon forced to close again, and did 
not reopen again until May 10. Discount rates were 
quoted in May around n per cent for first class bills, 
and banks were most cautious in making loans. Dis- 
honored bills were increasing. Clearings fell heavily. 
On May 24 the Moji (74th) Bank of Yokohama and 
another closed their doors. Runs on other banks took 
place, leading to further suspensions. Some subse- 
quently reopened, but others are still in difficulties. 

Business expansion continued through March. New 
capital issues floated in the first three months of 1920 
(4,445 million yen) exceeded the figure for any previous 
whole calendar year, and were three times as large as in 
the corresponding quarter of 1919. April figures, due to 
late registrations, were 20 per cent in excess of March. 2 
Since early in April the slump has been general and 
severe. During May it grew worse, and unemploy- 
ment rapidly increased. Although the crisis was over 
in June, the depression continues. It is reported that 
on July 25 a Cabinet Council decided to instruct the 
Bank of Japan to give the utmost assistance to relieve 
the depression. 

The Japanese experience points emphatically to the 
conclusion that, despite the advantage of a strong 
central bank, Japan has not learned the essentials of 
banking policy for the period before and during an 
industrial crisis. The raising of discount rates was long 

1 Based mainly upon the weekly Commercial Supplement of the Japan 
Chronicle, the Economist, and the Commercial and Financial Chronicle. See 
especially Chronicle, April 17, pp. 1579-1581; April 24, p. 1699; Mayi,p. 1798; 
June 5, p. 2540; Economist, May 22, p. 1052; June 12, p. 1298; Japan Chron- 
icle, Commercial Supplement, May 13, p. 258-266; June 3, pp. 293, 302; 
June 10, pp. 305, 313; June 24, p. 332; see also The Street, May 20, quoted 
in Economic Review (Review of the Foreign Press), June 23, 1920, p. 155. 

2 Japan Chronicle, Commercial Supplement, May 20, 1920, p. 279; 
Economist, June 12, 1920, p. 1298 (Tokyo correspondence of May 3). 

3 Economist, February 28, 1920 (Copenhagen correspondence, February 

13), p- sos- 



delayed; the eventual increases were sudden and pro- 
nounced; the crisis itself was accompanied by extreme 
caution and restrictive policies on the part of the banks; 
and no effectual means were found to relieve the stress 
when it reached its height. In short, America's evil 
example, in the days of our national banking system 
has been followed, and inadequate use was made of the 
central institution and its strong reserves. Moreover, 
the boom and crisis were undoubtedly intensified by a 
large amount of unsound banking, such as combining 
commercial and investment operations, tieing up banks 
with industrial and mercantile enterprises, old and new. 

(8) Other European Countries 

Monthly data for other leading central banks are 
given in the Appendix, VI, Table i, pp. 236, 237. The 
changes have been such that weekly data must be 
studied to reveal significant tendencies, but in general 
the movements are hardly important enough to warrant 
printing weekly data in full. 

The Bank of Belgium shows slightly rising specie re- 
serves, a considerable increase in security holdings, and 
a moderate expansion of note issue. In June the circu- 
lation was 10 per cent greater than in January, but 
owing to smaller deposits the reserve ratio remained 5 
per cent. Increases in discount rates in April hardly 
sufficed to check expansion, evidently because of gov- 
ernment pressure. Nevertheless, the expansion has 
been much smaller than among other continental belli- 
gerents, except in France, where the expansion in 1919 
was at a much more rapid rate than in Belgium. 

Generally speaking, the central banks of the Euro- 
pean neutrals show slight changes during recent months, 
and continue in a strong reserve position. 

The Netherlands Bank has doubled its small silver 
holdings during the half year, but the gold reserves 
have varied little. Discounts and advances are con- 
siderably greater than in 1919, note circulation is not 
appreciably greater, but deposits, a much smaller item, 
have increased largely. No pressure has yet arisen to 
call for the raising of the discount rate. 

In the last quarter of 1918 the reserves of the National 
Bank of Denmark were increased by 10 million dollars, 
nearly 20 per cent. During 1920, due no doubt to con- 
tinuation of export restrictions and to suspension of 
gold redemption in February, 3 the reserve has been 
maintained. The note circulation expanded con- 
siderably in March, and since then has been nearly 
20 per cent above the figures for corresponding months 
of 1919. The reserve ratio reached a maximum of 44! 
per cent at the end of January, 1920, and has since fallen 
only to slightly under 40 per cent. For the half year it 
has averaged 41! per cent as against 341 per cent for the 
corresponding period in 191 9. The increases in the dis- 
count rates, in October 1919 and April 1920, appear 
to have checked movements toward expansion of cur- 
rency. But if free gold movements were permitted, a 
further increase in rates would doubtless be necessary. 

In Sweden also the prohibition of gold exports has 
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been supplemented by authorizing the banks to suspend 
redemption of their notes in gold. This action appears 
to have been precipitated early in 1920, by the pub- 
lished advice of Professor Heckscher, an economist op- 
posed to the restrictive gold policies. According to 
report, he assured the public that the paper currency 
was depreciated about 31 per cent, citing a market price 
of 3600 kroner per kilogram as compared with the old 
mint price (no longer operative) of 2480; he, therefore, 
suggested that notes be presented for redemption, and 
the gold hoarded for the 45 per cent profit that might 
be anticipated. The hint was taken. Withdrawals 
were made with increasing speed, 320,000 the first 
week, 630,000 the second, and nearly 2,600,000 in the 
ensuing three days. Before the withdrawals had seri- 
ously reduced the reserve, a bill was pushed through the 
legislature to authorize suspension of note redemption 
until October 1, unless earlier resumption should prove 
expedient. 1 A similar move made in Christiania led to 
corresponding action by royal decree in Norway, 
March 19. 2 

The gold reserve of the Swedish Bank has naturally 
been stationary since taking this action. Loans and 
discounts, and notes and deposits rapidly expanded 
early in March, leading to a sharp decline in the reserve 
ratio, precipitating the raising of the discount rate. 
Subsequently the figures have remained on the fairly 
high level then attained. 

The reserve of the Bank of Norway fell slightly early 
in the year, until the restrictive policy was put into 
effect. Note issues and deposits increased in March 

1 Economist, March 27, 1920, p. 639; Neue Zurch. Zeitung, June n, 
quoted in Economic Review (Review of the Foreign Press), July 9, 1920, p. 
212. Cf. Bankers' Magazine, February 1920, p. 203, reciting a recent memo- 
randum of Professor Wicksell to the Swedish financial department urging 
removal of gold restrictions, higher discount rates, and deflation. 

See Federal Reserve Bulletin, January, 1920, pp. 35-46, and references 
cited, for previous gold policies of Scandinavian countries. 



and April, and subsequently declined. A corresponding 
movement appeared in 191 9. A moderate expansion 
preceded the raising of the discount rate June 25, and 
up to the end of July had not been checked. 

The Swiss National Bank shows no noteworthy 
changes during the half year, apart from the usual 
week to week fluctuations. The reserve has increased 
slightly, both gold and silver; consequently the re- 
serve ratio has slightly improved. The exchange being 
nearly normal, no change in the discount rate has been 
called for. 

The Bank of Spain, with specie reserves larger than 
any European country except France and England, 
has been jealously hoarding her stock of gold and silver 
while American and even Scandinavian exchanges have 
gone against her. 3 Reserves, note issues, deposits, and 
reserve ratios have not materially changed during the 
half year, although in December another increase in 
the maximum note circulation was made. 4 There has 
been no occasion for raising discount rates, but if gold 
export were freely permitted she would doubtless be 
forced to follow the lead of the rest of Europe. 5 

In central Europe the situation is far different. 6 The 
Austro-Hungarian note circulation, at the latest report 
available (March 7), was still expanding. It had then 
reached nearly 60 billion kronen, an increase of 20 per 
cent in three months. The gold holdings of 230 mil- 
lions constitute a negligible reserve. The Banks of Bul- 
garia, Roumania, Poland, Finland, and Czecho-Slovakia 
have been moving in precisely the same direction at 
rapid though varying paces. 

2 Chronicle, April 10, 1920, p. 1479, quoting Commerce Reports, April 1. 

3 Economist, January 3, 1920, p. 20. Limit raised January 12, 1919 from 
3500 to 4000, and now to 4500 million pesetas. 

4 See the Economic Review (Review of the Foreign Press), June 30, 1920, 
p. 184 for a vigorous criticism of the bank's recent policy by a Madrid 
financial journal of June 12. 

6 See Table 1, p. 210. 6 Cf. also above, p. 212, 213. 



